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Martin J. Benison, Comptroller
One Ashburton Place
Boston, MA 02108

Commonwealth of Massachusetts

October 24, 2000

To the Citizens of the Commonwealth of Massachusetts,
Governor Argeo Paul Cellucci, and Honorable Members of the
General Court

| am pleased to report that as of June 30, 2000, the financial condition
of the Commonwedlth remains sound. Over $1.6 hillion, or
approximately 7.1% of budgeted revenues, is in the Commonwealth’s
Stabilization Fund, sometimes called the “rainy day” fund. With the
fund nearly at the maximum, the Commonweslth is preparing for that
inevitable rainy day.

The fund balance in the budgeted funds at the end of the year reflects a
prudent fiscal strategy. Year-end transfers of budget surpluses were
made to the capital projects funds to make strategic investments for the
management of the Commonwealth’s capital budget, to defease high
interest debt that otherwise could not be refunded and continue to
increase reserves for an inevitable economic down turn. In connection
with the supplemental funding of the Central Artery / Tunne Project
and Statewide Road and Bridge Program, $650 million in operating
surpluses from fiscal 2000 and prior years were set aside to defease high
interest debt. Thisisin addition to $400 million set aside during fiscal
year 1999. The purpose of these transfers was to use the debt service
savings for the project and for the statewide road and bridge program.
An additional $205.6 million was transferred to capital projects to
finance projects that would normally be funded with general obligation
debt. After these transfers, nearly $2.3 hillion, 14.6% of annual tax
revenues, remained in the Commonwealth’s budgeted funds, including
the $1.6 billion in the Stahilization Fund.

Probably the most significant change in the Commonwealth’s financial
management is the change in the financial reationship with the
Massachusetts Bay Transportation Authority, (MBTA). For decades, the
Commonwealth has been the payer of last resort for the MBTA. The
Commonwesalth recognized this liability 18 months in arrears. For
years the difference between what the MBTA spent and took in as
revenues was presented to the Treasurer as the request for a cash
advance, which was paid and then budgeted by the Legidature in
subsequent fiscal years. While the old law provided a number of
procedures to control the growth in spending, this structure excluded the
MBTA from the normal budgetary review process. In addition, because
trangt fares had remained level and contributions from cities and towns
have a growth celling under proposition 2%, the bill to the
Commonwesalth included a disproportionate share of the increase in
expense. Beginning in fiscal year 2001 (FY0l) a new funding
mechanism isin place. The Commonwealth will set aside 20% of sales
tax revenues, along with amounts assessed on the cities and towns
within the service district in a separate fund. The MBTA will contradl its

1 Statutory Basis Financial Report



MBTA Forward
Funding

Sources of Funds

G.O.Bondslssued............ccoeeveeneen. $325,000,000
Operating Transfers.........cccoeeueennen 10,540,000
Amount to be Amortized.................. 612,750,000
Total Sources of Fundsto the MBTA... 948,290,000
Uses of Funds
Net Cost of Service Paid For:

Calendar Year 1999 and Before........ 505,750,000

1/1-6/30/00 Including Operating

(1310 == S 342,540,000
Working Capital.............ocooeieneennns 100,000,000
Total Cost of Forward Funding.......... $948,290,000

Commonwealth of Massachusetts

own destiny by balancing its spending needs with available revenue
sources, including this dedicated revenue stream from the
Commonweslth. In addition, while the Commonwealth will continue to
guarantee existing debt of the MBTA, it will not guarantee future debt
issuance.

Onecrucial step in this process was for the Commonwealth to recognize
the 18 month lag in operating subsidies previoudy financed through the
loaning of cash reserves to the MBTA and the issuance of notes by the
Commonwealth and the MBTA. Under this convoluted process,
conceived in the 1960's, the calendar 1998 operating deficit of the
MBTA was appropriated in the FY00 budget. In order to catch up, the
Commonwealth needed to budget this lag (January 1999 — June 30,
2000) in FY00. The cost of this lag is $848 million. This cost, along
with $100 million in working capital, was financed by $325 million in
Genera Obligation bonds, $10.5 million in operating appropriations and
a $612.8 million in authorization in the capital projects fund. Additional
bonds have been authorized to finance this final piece, but only if it is
determined that it cannot be supported within the Commonwealth’s
cash flow. Otherwise it will be amortized over 20 yearsin the operating
budget.

In accordance with Massachusetts General Laws, the Office of the
Comptroller transmits the Statutory Basis Financial Report, (SBFR,) on
or before October 31%. The SBFR report for fiscal year ended June 30,
2000 (FYQ0,) herein is audited by Deloitte & Touche, Independent
Certified Public Accountants and represents the conclusion of financial
activity and the closing of the Commonwealth’s books on the statutory
basis of accounting for the fiscal year. This audit is conducted in
conjunction with the Office of the State Auditor, which provides
knowledge, expertise and resources to close and audit the year.

This report includes the budgeted funds, non-budgeted special revenue
funds, capital project funds, fiduciary funds and the non-appropriated
funds of higher education.

The financial operations of these funds are maintained in the
Massachusetts Management Accounting and Reporting System,
(MMARS). The statewide accounting system is operated by the
Commonwesalth and contains detailed information summarized in this
report.

The SBFR is intended to satisfy the requirements of state finance law,
and to present fairly the results of FYQ0O0 activity in the
Commonwealth’s funds. The report contains computations required by
gtate finance law, including the certification of the Stabilization Fund
and Tax Reduction Fund. The statutory basis of accounting, defined in
Massachusetts's law, is typically used to budget and control fiscal
operations. The statutory basis of accounting is not in accordance with
generally accepted accounting principles, (GAAP,) as defined for
governments by the Government Accounting Standards Board. | will
report the Commonwealth’s financial position on a GAAP basis in
December, in our Comprehensive Annual Financial Report, (CAFR).
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Budgeted
Revenues and Other
Sources
Federal
Reimbursements
16%
Interfund Transfers Income Tax
8% 40%
Departmental
6%
Other Tax
9%
Corporate Tax
5% Sdles& UseTax

16%

Budgeted Expenditures
and Other Uses

Interfund Group Health

Transfers  Insurance
4% 3%

Direct Local Aid
21%
All Other
Government
Debt Service 33%
5%
Public
Assistance Pensions

4% 4%

H|gh§r Medicaid MBTA and
Education 19% RTA's
4% 3%

Commonwealth of Massachusetts

Budgeted Funds

For fiscal 2000, sources of budgeted funds exceeded uses of budgeted
funds, resulting in an “operating gain” of $173 million. The gain is net
of the $500 million in transfers done at year-end to defease high interest
debt as part of the Central Artery / Tunnel Project — Statewide Road and
Bridge financing plan and $205.6 million transferred to fund future
capital projects.

More importantly, any gain or loss has to be viewed in a trend.
Generally accepted standards indicate that a structural balance is
achieved when revenues exceed expenditures over a period of multiple
years. Before one time uses of surplus, the Commonwesalth has a
decade-long record of operating gains. The $205.6 million transferred
for capital outlay allows the Commonwealth to sl lessin bondsin the
future to pay for capital costs. The funds for defeasance allow the
Commonwedlth to pay less in the future for capital costs aready
bonded. When viewed in an overall fiscal context, thisis sound palicy.

In FY 00, budgeted revenues and other sources grew 12.0% over FY99
reflecting a strong economy in the Commonwealth, even though a
number of tax cuts were implemented that affected both earned and
unearned income. Even more indicative of the strong economy is that
budgeted tax revenue increased by 9.8% over FY99. From a multi-year
perspective, the proportion of revenue sources by category to total
budgeted revenues and other sources did not materially change from
FY 99 to FY Q0. Personal income, sales and corporate taxes continue to
be the three largest sources of tax revenue for the Commonweal th.

Budgeted expenditures and other uses, including transfers, increased
10.7% from FY 99 to FY00. The Budgeted Funds — Operationstable on
page 4 displays the FY00 summary of budgeted funds, compared to
FY99. Financia statements for each of the 63 individual budgeted
funds areincluded in the financial section of thisreport.

In conducting the budget process, the Commonwealth excludes those
“interfund” transactions within the budgeted funds that, by their nature,
have no impact on the combined fund balance of the budgeted funds.
The table isolates this “interfund” activity from the budgeted sources
and uses to align forecasts prepared during the budget process to actual
amounts in this report. For example, the Budgeted Funds — Operations
table on the following page, isolates the assessments on municipalities
collected by the Commonwesalth and paid to the MBTA and regional
trangt authorities. The dramatic increase in “total revenues’ and “ total
expenditures’ is the effect of $3 billion in transfers among the three
major operating funds of the Commonwealth. Those interested in trend
analysis should consider the comparison of “budgeted revenues and
other sources’ to “budgeted expenditures and other uses’ rather than the
respective total lines. A detailed list of these interfund transfers is
included in note #3.
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Budgeted Funds - Oper ations
(Amountsin thousands)

1999 2000
Beginning fund balances:
Reserved and deSigNated.........c.occucueiiecvcviiiccie e $ 286,348 $ 330,227
Resarved for Tax REAUCLION .........cocuieiiie et 367,663 6,818
Reserved for Stabilization FUNG...........c.oovueieeee i 1,159,588 1,388,523
Undesignated 378,527 386,893
2,192,126 2,112,461
B IE = 14,291,463 15,688,616
Federal reimbUrSEMENLS.......cociiieie et 3,442,929 3,645,550
Departmental and Other reVENUES.............covieriiiniere e 1,297,849 1,359,918
Interfund transfers from non-budgeted funds and other sources.................... 1,132,863 1,893,004
Budgeted revenues and Other SOUFCES..........oeoeiveeerieneriencrieesee e, 20,165,104 22,587,088
MaSSIraNSIt BSSESIMENES........eiiieeeeeie et e e ste e e re s e e e s ebee s sae e s sraessaneeens 159,916 15,821
Intragovernmental Service Fund revenues..... 96,860 99,663
Interfund transfers among budgeted funds and other sources. 1,145,111 3,518,530
Total revenues and OthEr SOUICES...........coiveeeceieiee ettt s 21,566,991 26,221,102
Expenditures and other uses:
Programs and SENVICES........coeoiruerererieiereee et 17,341,111 19,330,674
(DS o 1K= VoY 1,173,815 1,193,329
[ 1 Lo T 990,211 986,303
Interfund transfers to non-budgeted funds and other uses. 739,632 903,802
Budgeted expenditures and Other USES..........cccoeereierienineiereee e 20,244,769 22,414,108
Payments of mass transit aSSESIMENTS.......cccoereerererererereese e 159,916 15,821
Intragovernmental Service Fund eXpenditures...........ooooeeeeeereeneienenesenenns 96,860 99,663
Interfund transfers among budgeted funds and other USes...........coccceveeienene, 1,145,111 3,518,530
Total expenditures and Other USES............ooiieiinrenrere e 21,646,656 26,048,122
Excess (deficiency) of revenues and other sources over expenditures
F= 1010 o110 1S QUSSR (79,665) 172,980
Ending fund balances:
Reserved and deSignated..........o.oeveeeeeeicrieeeee e s 330,227 278,526
Resarved for Tax REAUCTION .......cocveiiiee et 6,818 7,203
Reserved for Stabilization FUNG...........c.oooceeeiie i 1,388,523 1,608,382
L0015 o g 1= TR 386,893 391,330
I - $ 2,112,461 $ 2,285,441

The graph of Budgeted Funds — Fund Balance, on the next page, shows
the combined fund balance in the budgeted funds for the past five years.
This “bottom ling” perspective demonstrates the accumulation of
resources attributable to balanced budgets over this period. The FY00
ending balance of $2.3 billion is composed of three items. The
aforementioned Stabilization Fund balance of $1.6 hillion is the largest
component. The other components include $391.3 million undesignated
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Budgeted Funds— Fund Balance
(Amountsin Thousands)
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Commonwealth of Massachusetts

surplus available for appropriation in FY 01 and $278.5 million reserved
and designated for continuing appropriations and debt service. | cannot
emphasize enough the importance of the balance in the Stabilization
Fund and its direct correlation to the positive financial condition in the
Commonwesalth. State finance law, as amended during FY 98, increased
the maximum balance that may accumulate in the fund to a level of
7.5% of budgeted revenues and other sources. The law then directs that
any amount in excess of this “cap” be transferred to the Tax Reduction
Fund for future, one-time, personal income tax rebates. This “cap” for
FY00 was $1.7 hillion.

The graph, Stabilization Fund Balance portrays this “cap” and the
balance of the fund over a fiveyear period. Despite the
Commonwealth’s positive financial condition, a few cautionary notes
are merited. There are certain problems with the definitions in the state
finance law, enacted in 1986 and continued with dight modifications to
the present. A balanced budget, defined as the “Consolidated Net
Surplus,” is the combined undesignated fund balance of the General,
Local Aid, and Highway Funds. According to this restricted definition,
fiscal balance was achieved in FYQO0 in the amount of $769.9 million.
However this definition excludes certain components of fund balance,
such as reserves for continuing appropriations and the entire balances of
other budgeted funds. This definition is idiosyncratic, having the
potential to be mideading and confusing. The Commonwesalth should
adopt a more straightforward definition of fiscal balance. In Chapter
236, Section 79 of the Acts of 2000, the Commonwealth made a
positive first step, allowing the Comptroller to diminate any deficits
within the Local Aid and Highway Funds with surpluses from the
General Fund.

Under current general laws an amount equal to 0.5% of tax revenuesis
retained in the funds contributing to the calculation. Any amount in
excess of this is available for transfer from the General and Local Aid
funds to the Capital Projects Fund in lieu of bonds and the balance is
transferred to the Stabilization Fund. In FY 00, a special statute directed
that up to $500 million of surplus be set aside to defease debt. After this
st adde, $191.5 million was available for distribution under the
formula.  Of this amount, $76.5 million was transferred for capital
projects with the remaining balance transferred to the Stabilization
Fund.

While this is a sound set aside of surpluses in these three funds, it is
important to note that 60 other budgeted funds with combined
undesignated fund balances of over $300 million were not included in
the calculation of the transfer. State finance law should be amended to
rationalize the contributions to the Stabilization Fund to include the
entire population of budgeted funds.

Further complicating this issue is the existence of a large number of
“minor” budgeted funds. Over the past several years, dozens of new
“minor” funds have been created. These funds split off revenues and
expenditures previously accounted for as part of a maor fund, such as
the General Fund. A number of these funds have structural imbalances
leading to chronic deficits. The trend to fragment the budget into such
special interest funds should be addressed with a plan to either
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Commonwealth of Massachusetts

consolidate to a more reasonable number of funds or eiminate funds
that are structurally in deficit.

A final cautionary note pertains to the disposition of the accumulated
surplus. Maintaining a prudent portion of the surplus in the dtrategic
reserve, the Stabilization Fund, is paramount. It is evident, that after a
record period of economic growth nationwide, it is inevitable that a
slowdown will occur. The Commonwealth must be prepared for thisin
the face of increasing demands on government. The Legidature and the
Governor now face the challenge to frame fiscal policy for the
remainder of this surplus. There are numerous choices, each of which
has long-term implications on how the Commonwealth maintains its
positive financial position. Whatever choices are made, it is important
to maintain the long-term structural balance. Accumulated balances
should not be committed to purposes with ongoing spending
reguirements.

Non-Budgeted Funds

The Non-Budgeted Funds represent operations in which the government
has imposed its sovereign authority, but has excluded these operations
from the annual budget process. During FYQ0, the Commonwealth
maintained 29 of these funds. The largest funds include the Lottery,
Federal Grants, Debt Defeasance, Health Care Security Trust (the
recipient of tobacco settlement funds), Grant Anticipation, Sewer Rate
Relief, the Medical Security Trust and the Uncompensated Care Funds.
These funds are commonly referred to as special or dedicated revenue
funds whose revenues are matched to related expenditures.

The table, Non-Budgeted Funds — Operations, includes a summary of
the FY0O non-budgeted funds. Financial statements for each of the
individual funds are included in the financial section of this report.
Several of these funds are worth mentioning. At June 30, 2000, the
Federal Grants Fund had a postive fund balance, but there is a
deficiency in cash within the fund. This situation results in the
Commonwealth drawing funds from the federal government a few days
after applicable cash disbursements to assure an “interest neutral”
timing of the federal — state cash exchange. These requirements were
established by the Cash Management Improvement Act of 1990.
Within the Lottery Funds, gross revenues continued to increase this
fiscal year. Net income also increased, resulting in an increase of
distributions to cities and towns of $28.2 million. The fund balance
remaining in the Lottery Funds reflects an additional $1.0 million
available for distribution to cities and townsin FY01.
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Beginning fund balance............ccccoceeee.

Revenues and other sources:

Non-Budgeted Funds - Operations
(Amounts in thousands)

1999 2000

..................................................... $ 517609 $ 903,017

TAKES. ettt et e et e 12,734 13,553
ASSESIMENES......oiiiiiiicii e e s 269,555 378,364
Federal grantsand reimburSEMENtS.........cocooeverereneenneneee e 2,017,000 2,076,386
Departmental and misCElanN@oUS...........cooveeererierienene e 4,107,227 4,681,514
Transfers and Other SOUFCES.........ccevieirieireesees e 999,116 1,008,248
Total revenUES 8N SOUMCES.........coveuieerieetereet et 7,405,632 8,158,065
Expenditures and other uses:
Programs and SENVICES........ciirireiiiise ettt 4,837,590 5,694,496
DEDE SEIVICE.....ecteeete et e e 38,428 43,686
Transfers and Other USES..........coeireirieiree e 2,154,206 2,233,470
Total eXpenditureS aNd USES........cccocreririnierie et 7,020,224 7,971,652
Excess of revenues and sources over expenditures and USES........co.cceeeveeienenns 385,408 186,413

Commonwealth of Massachusetts

..................................................... $ 903017 % 1,089,430

The newest non-budgeted fund, the Health Care Security Trust Fund,
receives all revenues from the Master Settlement Agreement (MSA)
between the states and the tobacco industry to recover health care costs
for tobacco related illnesses. The MSA estimates the Commonwealth
revenues for the first 25 years of the settlement at $7.6 billion. This
estimate is prior to potentially major future adjustments for inflation and
changes in the volume of domestic cigarette sales. In FYQO, the
Commonwesalth received $326 million or 92% of the estimated amounts
shown in the settlement agreement. Of the $326 million, $83.6 million
was transferred to the Tobacco Settlement Fund, a budgeted fund, with
nearly half of that amount expended on various health initiatives in the
Commonwealth. The Trust fund also received nearly $4.7 million in
investment earnings during the year.

Beginning in FY0l, a board of private sector investment experts,
appointed by the Governor, the Attorney General and the Treasurer-
Receiver-General, will manage the investment of fundsin thetrust. This
board has broad discretion on investment choices to increase the assets
in the fund. Annually 30% of payments into the fund and investment
earnings thereon will be transferred from the trust to the budgeted funds
for appropriation by the Legidature.

Federal Grant Anticipation Notes, (GANS) activity related to the Central
Artery / Tunnd project continued this year. During FY98, the
Legidature authorized the issuance of up to $1.5 hillion in GANS to
finance the current cash needs of the Project. As of June 30, 2000, $900
million of the GANS have been issued. These GANS mature between 7
to 17 years from the date of issuance and are redeemed by pledged
future federal reimbursements. The GANS are not considered general
obligation debt of the Commonwesalth. Activity related to issuance of

7 Statutory Basis Financial Report



Non-Budgeted Funds —
Fund Balance
(Amounts in Thousands)
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GANS and the accumulation of pledged funds and the payment of debt
service is accounted for in the Grant Anticipation Note Trust Fund. The
$158.5 million deficit balance in the fund represents $50.0 million held
for payment of interest on the GANS offset by a $208.5 million cash
deficiency due to expenditures incurred before the issuance of additional
GANS. The final $600 million portion of the GANS are due to be
issued in FYO1. Part of the proceeds will be used to immediately “cure”’
any cash deficiency in the fund.

The universal hedth care funds established in 1988, including the
Uncompensated Care, Labor Shortage and Medical Security Trust
Funds, have increased their annual revenue to over $1.1 hillion. They
also have a combined fund balance of nearly $266.5 million.

The graph Non-Budgeted Funds Balance shows the combined fund
balance in the Non-Budgeted funds for the past five years. In each year,
the entire balance is designated for the specific purpose of the fund. The
overall growth in fund balance in these funds this fiscal year is due
largely to deposits into the Debt Defeasance and Health Care Security
Trust Funds. The GANS fund had a net deficit for the year due to
timing. As indicated in previous years, more consolidation and
elimination is needed for these funds. For example, the Government
Land Bank Fund has a chronic structural fund deficit. The FY 00 deficit
balance of $35.0 million represents an unbudgeted drain on the General
Fund's overall cash flow. While steps have been taken to stop the
growth in this deficit, the fund should be abolished and the deficit
transferred into the General Fund. A periodic reexamination of all non-
budgeted funds represents sound financial practice.

Capital Projects Funds

The purpose of these funds is to construct or acquire capital assets for
governmental use. The Governor may propose capital outlay budgets,
which, upon enactment by a two-thirds vote of the Legidature and
approval by the Governor, become capital outlay acts. Numerous acts
may be combined for reporting in an individual Capital Projects Fund,
but each act is accounted for separately within the Capital Project Fund.
These accounts record authorizations for expenditures in itemized
capital appropriation accounts and equivalent authorizations to issue
bonds or notes in anticipation of federal reimbursements.

The structure of these funds is that each capital outlay authorization is
in balance, creating authorization for inflows, which may be from sales
of bonds, federal reimbursements or other revenues and authorization
for expenditures. Imbalances due to timing differences develop when
the expenditure precedes the inflow of funds from the sale of bonds or
federal reimbursements. Because of federal tax arbitrage rules, it is
more difficult to sell bonds in anticipation of expenditures. The sale of
bonds in advance is not commonplace in the Commonwesalth.
However, two sales this year provided funds that were received in
anticipation of expenditures. These funds were primarily used to pay
off the aforementioned notes of the MBTA. Bonding in arrears
contributes to the timing imbalance. As a result, these funds report not
only temporary fund deficits, but cash deficits as well.
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Central Artery / Tunnel Project
(Amountsin Billions)
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A dgnificant portion of the Capital Projects activity relates to the
Central Artery / Tunnd Project. The Central Artery / Tunne Project
has been the target of an enormous amount of public scrutiny. As
indicated in our footnotes, the financial disclosure portion of the Project
is under review with various federal agencies. The Commonwesalth has
aggressively responded to these concerns regarding the integrity of the
cost estimates. Under the leadership of former Secretary for
Administration and Finance Andrew Natsios and the current Secretary
Stephen Crosby, an independent evaluation of the entire estimate for the
project was undertaken. The results were fully disclosed and a finance
plan for the cost increases was enacted. The Commonwealth has also
put in place a new management team for the Project that is committed
to full, timely disclosure about schedules and costs. The bulk of the
spending remaining on the Project is currently estimated to occur during
FY01 and FY 02, with final completion now targeted in FY 05.

Pursuant to statute and agreements with the Massachusetts Turnpike
Authority, (the MTA) and the Massachusetts Port Authority (MassPort),
the entities have committed to significant ongoing contributions to the
Commonweslth as part of the financing for this project. The tables on
page 11 shows the payments received for the past five fiscal years and
future anticipated payments. These funds are in addition to funds from
the Commonwealth and federal funds for the project.

Finally, the Capital Projects Funds will continue to show a deficit with
respect to the Highway Capital Projects Fund for the foreseeable future.
That fund’'s deficit will be amortized through FY20 to pay for the
MBTA forward funding.

The graph Capital Projects Funds — Fund Balance (Deficit) shows the
combined fund balance in Capital Projects Funds for the past five years.
The Capital Projects Funds — Operations table includes the FY00
Capital Projects Funds, summarized and compared to FY99. Financial
statements for each of the individual funds are included in the financial
section of thisreport.
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Capital Projects Funds - Operations
(Amounts in thousands)

1999 2000
Beginning fund balance (deficit)........cccoeviiiiiiiiiiiiiiinians $ (349,036) $ 166,813
Revenues and other sources:
Federal grants and reimbursements.................cocoeeeneeee. 6,354 2,529
Departmental and miscellaneous...............c.cooeviennnnn. 11,805 10,709
Payment from AUuthorities...........ccoooeiiiiiiiiiiiiiien 1,082,234 152,928
General obligation financing..............ccocoviiiiiiiiii s 1,014,806 1,761,621
Proceeds of refunding bonds... ... ... ... ... oo 498,792 -
Transfers from budgetary surplus.............coceeviinenennnn. 110,414 -
Transfer for Capital Projects Funds...............c.coeevennnne. 985,030 128,977
Transfer for Federal Reimbursements.............c.ccoeeveeaet. 577,975 484,187
Transfer from Transitional ESCrow... ... ...cccoevvvvivennnn.. - 16,800
Transfers and Other SOUICES........c.ovvvieiiiiiiiieiieeeeeeaneen, 685,182 1,353,299
Total revenues and Other SOUICES.........vvviieiiieiiiiieiieieinens 4,972,592 3,911,050
Expenditures and other uses:
Acquisition Of aSSetS.......covuiiiiiii 2,848,330 2,918,181
Payments to refunded bond eSCrow............ccoevviveniiinnnns 498,792 -
Transfer for debt defeasance............coovviiiiiiiiiiiiiinanns, - 150,000
MBTA Forward Funding Transfer.............coooovevviiiiinnnn. - 612,750
Transfers and other USES.........ccooiviviiiiiiiiiiiieeenes 1,109,621 882,490
Total expenditures and other USES...........covvviiiiiiiiiiiennnnn. 4,456,743 4,563,421
Excess (deficiency) of revenues and
other sources over expenditures and USeS... ... ... ... ... ... 515,849 (652,371)
Ending fund balance (defiCit).........cocvviiiiiiiiiias $ 166,813 $ (485,558)

Commonwealth of Massachusetts

The Commonwesalth has a practice of pooling cash from all
governmental funds, so the short-term cash deficits in the Capital
Projects Funds create a drain on the Commonwesalth’s overall cash
flow. The five-year graph on page 9 shows the effect of elapsed time
between capital expenditures and the sadle of related debt. The
Commonwesalth could have issued additional authorized bonds in the
amount of $97.1 million. Had such action been taken, individual fund
deficits would have been reduced and cash balances would have
increased by that amount.

The Administration has implemented a coordinated fiscal strategy for
the management of Capital Projects Funds. This strategy includes a
fiveyear capital budget linked to debt management and cash
management. The focus of this strategy is to manage capital spending
and outstanding debt to levels the Administration considers appropriate
for the Commonwealth. An important part of the strategy is to control
capital spending within an annual administrative “cap.” As additional
capital outlays have been enacted and significant projects such as the
Central Artery / Tunnel Project have been authorized, it becomes more
challenging to restrain spending to such limits. Strategies to manage
this dituation, such as alternative financing for capital projects, are
needed. The MTA and Massport’s participation in the Central Artery /
Tunnd Project and the judicious use of operating surpluses should
continue.
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Estimated and Actual Payments
From the Authorities
(Amounts in Thousands)

Fiscal Year MTA MassPort
Actua
1996 $ 100,000 $
1997 - -
1998 100,000 12,100
1999 1,051,000 31,000
2000 100,000 52,438
Total $ 1,351,000 $ 95,538
Estimated
2001 204,000 65,000
2002 - -
2003 105,000
2004 50,000
2005 50,000
Total $ 204,000 $ 270,000
Total * $ 1,555,00C $ 365,538

*The MTA estimates it will contribute an
additional  $238 million, including estimated
proceeds from sales of assets and garage and

surface restoration work connected to the project.

Commonwealth of Massachusetts

The reductions in debt service from budgeted fund balance transfers for
defeasance will be used, in part, to fund an initiative from FY 01 through
FY05 to rehabilitate the Commonwealth’s road and bridge
infrastructure. According to Massachusetts Highway Department
datistics, during the last seven years, road and bridge construction
projects statewide totaled over $4.2 billion in spending, exclusive of the
Central Artery / Tunnd Project. Road and bridge construction
statewide has averaged $609.5 million in spending per year from FY94
to FY00 compared to an average of $395 million in spending per year
from FY89 to FY93. The financing plan increases this average,
exclusive of the Central Artery / Tunnd Project for the next five years.

The Commonwealth also completed during August 2000, the financing
of lease revenue bonds in connection with the Route 3 North Project, a
long — neglected, narrow and congested highway from the New
Hampshire border to Route 128 / 95 in Burlington. Thisfinancing isthe
first of its kind in the Commonwealth. A nonprofit corporation has
been created to accept lease payments from the Commonwealth and
award a singular contract to a development team to design, build, and
potentially maintain the highway. When the project is completed in late
FY 04, estimated travel times are expected to be reduced in a 12-mile
stretch of the road from 40 minutes to 15 minutes.

A dmilar type of financing was used to fund the infrastructure
improvements committed to by the Commonwealth for the new stadium
housing the New England Patriots football team in Foxborough. A
separate industrial development board was set up in the Town of
Foxborough to bond for these improvements, with contract assistance
payments from the Commonweelth as a source of payment on the
bonds. The board will pay the construction contractor $70 million for
the improvement commitment from the Commonwealth out of the
proceeds of these bonds.

Fiduciary Funds (Excluding Agency Funds)

The Fiduciary Funds record the Commonwealth’s responsibility for
assetsit controls on behalf of other parties. Examples of such funds are
the Unemployment Compensation and Pension Trust Funds. The table
on the following page, which excludes assets held on a purely custodial
capacity in so-called Agency Funds, summarizes the FY00 activity of
the Fiduciary Funds. Over 92% of this Fiduciary Fund activity is
related to the Commonweslth’s Penson Fund detailed in fund
statements found in thisreport.

On September 7, 2000, the Commonwealth updated its pension

valuation. The valuation was based on data as of January 1, 2000.
Details of this valuation are outlined in note 11.
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Fiduciary Fund - Operations
(Amounts in thousands)

1999 2000
Beginning fund balanCe.............oovuiiiiii e $ 25,123,216 $ 28,387,447
Revenues and other sources:
LI S T PO 883,503 861,843
Federal reimburSEmMEeNtS. ... ... 29,335 31,481
Departmental and Other reVeNUES.............ocuiiiiiiiiiiiiiiie e 1,776,578 1,551,987
Interfund transfers and other SOUrces.............ccooiiiiiiiiiiiiiiiiieas 9,295 21,587
INVESEMENT BAIMINGS. ..ttt ena 2,904,495 4,480,252
Total reVENUES @Nd SOUICES. .....cuuiuenetii et eiee et e et e e e e e ans 5,603,206 6,947,150
Expenditures and other uses:
EXPENAITUIES. ..t 2,268,725 2,407,771
INtErfuNd tranSferS. . ... 70,250 66,048
Total expenditures and USES..........ocuiiuiiiiiiiiieie e enas 2,338,975 2,473,819
Excess of revenues and sources over expenditures and USES...................... 3,264,231 4,473,331
Ending fund DalanCe.........couiiiiiiii e $ 28,387,447 $ 32,860,778
Non-Appropriated Funds of Higher Education
The SBFR includes the financial operations of the non-appropriated
funds of the 25 Ingtitutions of Higher Education in the statistical section
of this report. Over the past few years, significant efforts have been
taken by our office and the ingtitutions to improve the accuracy and
timeliness of this Higher Education segment of the financial report.
Each Ingtitution of Higher Education is authorized and directed in its
enabling statute to collect, retain and expend certain fees, rents, sales,
donations, federal financial participation and other types of revenue
through campus based systems. These financial resources are integral
parts of the total financial activity of each campus. They also represent
resources in addition to amounts made available from Commonwesalth
appropriations.
Non-Appropriated Funds Of Higher Education - Operations
(Amountsin thousands)
1999 2000
Beginning fund BAlENCE............oiiieree e $ 509,227 $ 622,242
Revenues and other sources:
Federal Grants and reimbursements. 200,149 208,573
Departmental and miscellaneous........... 866,700 1,067,601
TranSers and OtNEr SOUICES..........c.eeveeiecieeeecte ettt ettt ste bt e st sresaeeaennens 383,842 100,476
Total revenues and OthEr SOUICES..........coveeveiieticeeeectece ettt ettt eve e aeereas 1,450,691 1,376,650
Expenditures and other uses:
Programs @nd SENVICES.........ccirirueereeiererie ettt seae e e ne e 973,214 1,202,380
TranSerSand OtNEr USES........ceooveieeieceiceeee ettt ettt ettt st eneenneens 364,462 109,039
Total eXPENItUrES @MU USES......c.eiuierieieeieeeeeie ettt e s ne e seebenas 1,337,676 1,311,419
Excess (deficiency) of revenues and other sources over expenditures and other uses.............. 113,015 65,231
ENding fuNd DEIANCE.........c.ooeeeeeee e $ 622242 % 687,473
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Non-Appropriated Funds of Higher
Education — Fund Balance
(Amountsin Thousands)
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The Non-Appropriated Funds for Higher Education — Operations table
includes the FYO00 funds, summarized and compared to FY99.
Financial statements for each of the individual funds are included in the
dtatistical section of this report. The graph Non-Appropriated Funds for
Higher Education — Fund Balance shows the combined fund balance for
the past five years. The combined bal ance represents $554.6 million for
the University of Massachusetts, $69.0 million for the State College
system and $63.9 million for the Community Colleges. These balances
are designated for specific purposes, such as restrictions on endowments
or other specialized purposes specified by the funding contributions.

Conclusions And Recommendations

The Commonwealth has many accomplishments in FY00 of which it
can be proud. | would like to highlight three here.

February of this year was the culmination of a multi-year effort to
rethink the Commonwealth’s human resource and payroll practices and
replace multiple legacy systems with one statewide Human Resource
Compensation Management System (HRCMS). In a Commonwealth-
wide effort, the personnel and payroll practices of the Commonwealth
were dissected and reconstructed for the 21% century. Departments
across state government were led by an Executive Committee, chaired
by the Personnd Administrator, James Hartnett. The committee had
representatives from the Judiciary, Board of Higher Education, Group
Insurance  Commission, Information Technology Division, Fiscal
Affairs Divison and the Office of the Comptroller. Examples of the
business process changes include the eimination of paper. Prior to
HRCMS, 68% of employees received their pay through direct deposit.
Today, over 93% do, reducing banking costs across the Commonweal th.
All payroll deductions have also moved to electronic processes. Checks
and paper reports have been replaced with eectronic payments and data
files for all payroll deductions, such as purchases of transit passes,
insurance, annuities and payments among the Commonweslth
departments. This Project eliminated the control risks and inefficiencies
associated with the payment of $250 million annualy. A dedicated
team of state employees and contractors worked countless nights and
weekends making this, the first major financial system replacement
since 1986, an outstanding success. With the implementation of
HRCMS, systems are more flexible and efficient. Information has
become readily accessible to decision makers in the Commonwealth.

The long-feared Y 2K crisis never arrived in the Commonwealth. This
was not because the risk did not exist. The dedicated effort of thousands
of employees across the Commonwedlth identified systems and
software that were non-compliant and implemented solutions to insure
uninterrupted service as we entered the new millennium. Under the
leadership of the Chief Information Officer, David Lewis, the
Commonwealth in many instances did more than solve the problem. We
used Y2K as an opportunity to review business practices and the
technology supporting those business practices. As a result, instead of
carrying 1990's technology forward into the next century, new systems
taking advantage of new technologies have been put in place.
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In 1998, the Office of the Comptroller, in conjunction with the
Information Technology Divison and the Operationa Services
Division, embarked on a pilot initiative known as the eectronic mall or
“eMALL.” This past summer after concluson and evaluation of the
pilot, the first “production state” e-Procurement system was launched.
eMALL is part of the online government effort by the Commonwealth.
The eMALL is an extranet application where Commonwealth agencies
can prepare their orders for commodities, interact with the
Commonwealth’ s back-end financial systems, place the approved orders
with their suppliers, mark goods as received and create automated
payments through the accounting system, all done over the internet.
The eMALL will expand to other Commonwealth entities such as cities
and towns, public authorities and also to other states in order to
maximize purchasing power and realize economies of scale. The e
Government effort will expand the existing scope of state on line
services to create a fully integrated enterprise portal for the
Commonwesalth.

Building upon the observations in this letter, a detailed review of these
financial statements suggests the need for action to further improve and
strengthen state finance law and fiscal practice.

The Commonwealth must constantly monitor and update its
systems and controls. Upon taking office 18 months ago, | began a
multi-year effort to expand awareness of and the quality of interna
controls throughout the Commonwedlth. We have asked each
department, at its highest levels, to assess its risks and target controls to
manage those risks efficiently and effectively. Toward this end the
Office of the Comptroller has continued a multi-pronged effort to
improve controls throughout the Commonwealth. This effort must
continue.

The Commonwealth must ensure that its bills are paid on time. A
solid reputation of timely bill payments benefits both our business
partners and the taxpayers. During FY 00, this office began a campaign
with the Chief Fiscal Officers in the 156 state departments to improve
the percentage of bills paid within 30 days. The timing and focus on
bill paying improved the Commonwealth’s bill payment track record
this year to 82% of all bills paid within 30 days. This effort will
continue until we have reached and maintained a 95% level.

The Commonwealth should adopt a more straightforward
definition of fiscal balance including all of the budgeted funds. The
idiosyncratic definition of fiscal balance that includes a portion of fund
balance within three of the 63 budgeted funds should be expanded to
include all 63 funds.

The Commonwealth should reduce the number of funds and
eliminate funds that have chronic deficits. The Commonweslth
currently maintains over 122 individual funds to record its financial
activity. This excessve number of funds fragments the
Commonwealth’s financia picture. Many of these funds have structural
imbalances leading to chronic deficits. Two small steps were taken in
FY00. Legidation was enacted authorizing the Comptroller to transfer
among the 3 major budgeted funds, eiminating the most egregious
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Fundswith Significant Deficits

(Amountsin Thousands)

1999 2000
Harbors and Inland Waters
Maintenance.................... $(2121) $(4537)
Toxic Use Reduction........... (4,608) (5,949)
Environmental Permitting
& Compliance Assurance..... (26,947) (34,474)
Environmental Law
Enforcement.................... (1,872) (2,914)
Environmental Challenge..... (4,176) (5,087)
Marine Fisheries............... (3,814) (4,359)
Second Century............... (4,124) (4,843)
Victim and Assistance....... (5,653) (7,484)
Intercity Bus Capital
ASSIStaNCe.......ccvveeeiane. (7,084) (6,470)
Government Land Bark...... (35,097) (35,097)

Commonwealth of Massachusetts

deficits. In addition my office reviewed funds established
administratively and eliminated six Capital Projects Funds where the
level of activity has become immaterial enough to be consolidated into
other funds. The effort to reduce the number of funds should continue.
The table, Funds with Significant Deficits, identifies funds with
significant deficits that remained unfunded or continued to grow during
FY00 or where no plan exists to bring them into balance. The structure
of these funds should be changed to balance revenues with expenses or
the funds should be eliminated and their activity consolidated into the
General Fund.

The management of the spending to the administratively capped
debt limit should continue. The Commonwealth has committed to an
extensive capital projects agenda and great discipline will be needed to
assure spending on these projects is matched with financing from
bonds, federal reimbursement, transfer of budgetary surplus and
financial participation from component units. Assuring proper balance
between outflows and inflows, and limiting the segment funded by
bonds to the administratively imposed limit, will be a major challenge.

The Commonwealth should continue to emphasize optimization of
both tax and non-tax revenues. This statewide campaign has
generated nearly $202 million in revenues since FY96. The revenue
optimization strategy should continue.

The Commonwealth must continue its investment in information
technology as a means of delivering services as expeditiously and
transparently as possible. This fall, Governor Cellucci launched a
dstatewide initiative, under the direction of Secretary Crosby, to
reconceptionalize the way government interacts with its customers. As
part of the initiative, we will serve our citizens quickly, fairly and as
accurately as possible on their schedules. We will eiminate “stand-
alon€’ systems to streamline information. We will make it as easy as
possible for citizens to interface with us. In our increasingly busy and
stressful world, it is critical that government continue to “re-invent”
itself.

| again would like to express my thanks to the many dedicated people
within the Office of the State Comptroller. We have had another
successful year within the office. Our office has undertaken many tasks
this year: a successful Y2K transition, a successful implementation of
the HRCMS system, and a dedicated effort helping to implement
forward funding of the MBTA. As we go forth into FY0l1, we are
embarking on the redesign of our separate Comprehensive Annual
Financial Report due to Government Accounting Standards Board
Statements 34 and 35. We are also investigating a potential upgrade to
MMARS. | am proud to have al the 115 employees of the
Comptroller’s Office on my team to help tackle these and other difficult
issues of the future,

Respectfully submitted,

Martin J. Benison
Comptroller
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Deloitte & Touche LLP
200 Berkeley Street
Boston, Massachusetts 02116-5022

Tel: (617) 437 2000
Fax: (617) 437 2111

www.us.deloitte.com DeIOitte
&Touche

INDEPENDENT AUDITORS’REPORT

Mr. Martin Benison, Comptroller
The Commonwealth of Massachusetts

We have audited the accompanying combined financial statements - statutory basis of the Common-
wealth of Massachusetts as of June 30, 2000, and for the year then ended, listed in the foregoing table
of contents. These combined financial statements - statutory basis are the responsibility of the man-
agement of the Commonwealth of Massachusetts. Our responsibility is to express an opinion on these
combined financial statements - statutory basis based on our audit. We did not audit the financial
statements of the Pension Reserves Investment Trust, which is the investment vehicle of the Com-
monwealth of Massachusetts’ Pension Trust Funds, the financial statements of which represent 90.1
percent and 69.1 percent, respectively, of the assets and revenues of the Fiduciary Fund Type. Those
financial statements were audited by another auditor whose report has been furnished to us, and our
opinion, insofar as it relates to the amounts included for the Pension Reserve Investment Trust, is
based solely on the report of the other auditor.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing Stan-
dards, issued by the Comptroller General of the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the combined financial state-
ments - statutory basis are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the combined financial statements - statutory
basis. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall combined financial statement - statutory basis pre-
sentation. We believe that our audit and the report of the other auditor provide a reasonable basis for
our opinion.

As described in Note 2 to the combined financial statements - statutory basis, the Commonwealth of
Massachusetts prepares its combined financial statements - statutory basis on a prescribed basis of
accounting that demonstrates compliance with General Laws, budgetary principles, and ftinds of the
Commonwealth of Massachusetts, which is a comprehensive basis of accounting other than account-
ing principles generally accepted in the United States of America.

In our opinion, based on our audit and the report of another auditor, such combined financial state-
ments statutory basis referred to above present fairly, in all material respects, the financial position of
the Commonwealth of Massachusetts, as of June 30, 2000, and the results of its operations for the year
then ended, on the basis of accounting described in Note 2.

Deloitte
Touche
Tohmatsu



Our audit was conducted for the purpose of forming an opinion on the combined financia state-
ments— statutory basis taken as a whole. The combining and individual fund statements - statutory
basis and supplemental information listed in the foregoing table of contents, are presented for the
purpose of additional analysis and are not a required part of the combined financial statements -
statutory bass of the Commonwealth of Massachusetts. These financial statements and schedules are
also the responshility of the management of the Commonwealth of Massachusetts. Such additional
information has been subjected to the auditing procedures applied in our audit of the combined finan-
cia statements - statutory basis and, based on our audit and the report of the other auditor, in our
opinion, isfairly stated in all material respects when considered in relation to the combined financial
statements - statutory basistaken asawhole.

We did not audit the data included in the introductory and statistical sections of this report, and ac-
cordingly, we express no opinion on such data.

In accordance with Government Auditing Standards, we have also issued our report, dated October
24, 2000, on our consideration of the Commonwesalth of Massachusetts internal control over finan-
cial reporting and our tests of its compliance with certain provisions of laws, regulations, contracts
and grants. That report is an integral part of an audit performed in accordance withGover nment
Auditing Sandardsand should be read in conjunction with thisreport in considering the results of our
audit.

Thisreport is intended soldly for the use of eected and appointed officials of the Commonwealth of

Massachusetts and is not intended to be and should not be used by anyone other than these specified
parties.

October 24, 2000



Combined Financial
Statements - Statutory Basis
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All Fund Types And Account Groups
Combined Balance Sheet - Statutory Basis

June 30, 2000 and 1999
(Amounts in thousands)

Governmental Fund Types

Non-Budgeted
Special Capital
Budgeted Revenue Projects
ASSETSAND OTHER DEBITS
Cash and short-term iNVESIMENES.........cccveiee e $ 3,040,856 $ 1,064,605 $ 397,706
Cash on deposit With U.S. Treasury.........cccocueeeeieeneeneeneeeeie e - - -
Cash With fistal 8gENt.......ccoiireririeree e 26,060 49,973 -
INVESIMENES. ...ttt et s e b e nn e saneeenes - - -
Advancesto related entity.........ccoeiiiieiiiiei e - - -
ASSEHS NEIA TN TTUS. .. e - - -
Receivables, net of allowance for uncollectibles:
TAKES. ..ttt bbbttt b ettt b e b 3,021 409 -
Due from federal government.............ccoooeiieenieiiene e 246,608 342,227 -
Other FECAIVADIES.......ceveeee et 17,763 46,414 -
Due from CitieS and tOWNS.........ooeiiiueeee ittt e eaaes 5,261 - -
Due from Other TUNGS...........oooiviiieeieee e 141 - 84,693
Fixed assets:
[ 13 o ISR R UTSRUTPTUR PRI - - -
BUITAINGS. .ttt et - - -
Machinery and eqUIPMENT..........cocueriiiiiie e - - -
CONSLTUCLION 1N PIrOGIESS...cuvieueieuiieieiiiesieesieesieesteeeeseesseseesieesseesbeeseeanne - - -
Amount available for retirement of long-term obligations............ - - -
Amount to be provided for retirement of long-term obligations.... - - -
Other SSELS.....oveeeieieeie ettt s - - -
Total assets and other debits.........cooiveieiiiiiee $ 3,339,710 $ 1,503,628 $ 482,399
LIABILITIES, FUND EQUITY AND OTHER CREDITS
Liahilities:
Deficiency in cash and short-term investments............ccoceeveveeeeeiieeenenenn, $ 31,626 $ 54,134 $ 416,050
ACCOUNES PAYBDIE........eeiie e 904,469 268,995 549,592
Accrued payroll..... 118,174 6,235 2,315
Other lighilities............. - - -
Dueto cities and towns.... - - -
DUE O Other TUNDS........evveeeiciiie e - 84,834 -
Capital [EBSES.....cveieeeii et - - -
Bonds and Notes payable...........coci e - - -
Total labilitiES. ..o 1,054,269 414,198 967,957
Fund equity and other credits:
Investment in general fixed aSSetS........ooieeiieiiiiecie e - - -
Fund balances (deficit):
Reserved for:
ContinuiNg apProPriatiONS.......cccuereerieieerieeieerie et 252,466 - -
Commonwealth stabiliZation..........cccevviieiiiie e, 1,608,382 - -
LI (=0 (Vo1 o TSR 7,203 - -
Trangitional escrow.. - - -
Debt service.............. 26,060 49,973 -
Debt defeasance.................. - 650,000 -
Employees pension benefits.........ooeiriieiiiiiiic e - - -
Unemployment Benefits..........ccooeviiiieiiniierieee e - - -
Capital PrOJECES....ccveiueeiiieieesiee ettt be e - 7,374 224,295
Unreserved:
Designated for SpeCific PUNPOSE.......coiveiieiieie e - 382,083 -
UNAESIGNALEA. .....cverieeeeeierieiet ettt 391,330 - (709,853)
Total fund equity (deficit) and other credits.........ccooeeveeeiiiiceic, 2,285,441 1,089,430 (485,558)
Total liabilities fund equity and other credits..........cccceveevieeiciecesienenn, $ 3,339,710 $ 1,503,628 $ 482,399
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Fiduciary

Totals

Fund Types Account Groups (Memorandum Only)
General General
Trust and Fixed Long-term
Agency Assets Obligations 2000 1999
$ 1,598,863 $ - $ - $ 6,102,030 7,527,398
2,050,556 - - 2,050,556 1,884,073
- - - 76,033 75,165
31,280,296 - - 31,280,296 26,884,071
- - - - 255,224
2,076,313 - - 2,076,313 1,911,271
- - - 3,430 5,421
- - - 588,835 608,911
382,656 - - 446,833 445,999
- - - 5,261 147,004
- - - 84,834 80,237
- 635,272 - 635,272 603,990
- 4,590,367 - 4,590,367 4,260,337
- 1,385,930 - 1,385,930 1,271,673
- 100,401 - 100,401 97,234
- - 76,033 76,033 461,157
- - 12,430,722 12,430,722 11,504,284
11,357 - - 11,357 -
$ 37,400,041 $ 6,711,970 $ 12,506,755 $ 61,944,503 58,023,449
$ - $ - $ - $ 501,810 2,880,895
2,211,983 - - 3,935,039 3,116,358
290 - - 127,014 41,121
2,278,570 - - 2,278,570 2,105,330
42,586 - - 42,586 25,260
- - - 84,834 80,237
- - 123,654 123,654 156,980
- - 12,383,101 12,383,101 11,808,461
4,533,429 - 12,506,755 19,476,608 20,214,642
- 6,711,970 - 6,711,970 6,233,234
- - - 252,466 212,166
- - - 1,608,382 1,388,523
- - - 7,203 6,818
- - - - 92,000
- - - 76,033 461,157
- - - 650,000 385,992
30,541,904 - - 30,541,904 26,266,725
2,050,556 - - 2,050,556 1,884,073
- - - 231,669 468,469
274,152 - - 656,235 703,402
- - - (318,523) 92,240
32,866,612 6,711,970 - 42,467,895 37,808,807
$ 37,400,041 $ 6,711,970 $ 12,506,755 $ 61,944,503 58,023,449

Commonwealth of Massachusetts
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All Governmental Fund Types And Expendable Trust Funds
Combined Statement Of Revenues, Expenditures And Changes In Fund Balances - Statutory Basis

Fiscal Years Ended June 30, 2000 and 1999
(Amounts in thousands)

Governmental Fund Types

Non-Budgeted
Special Capital
Budgeted Revenue Projects
REVENUESAND OTHER FINANCING SOURCES
Revenues:
LI SRRSO $ 15,688,616 $ 13,553 $ -
Assessments. 109,074 378,364 -
Federal grants and reimbursements.. 3,645,550 2,076,386 2,529
Departmental...........coeeeirreenene 1,096,388 4,313,444 114
Payments from authorities.. - - 152,438
MISCEITANEOUS.......cvevenieiietieie ittt st e et s 269,879 368,070 11,085
TOLAl FEVENMUES.......cviieietieieiteee ettt sttt st st seenas 20,809,507 7,149,817 166,166
Other financing sources.
Proceeds of general obligation DONAS...........cccevveineniiciiiicse e - - 1,761,621
Proceeds of grant antiCipation NOLES............ccecurerieiininenieine e - - -
Proceeds of refunding BONGS...........cccireiiiiienic e - - -
Fringe benefit cost recovery 124,303 - -
Lottery rembursements... 80,757 44507 -
Lottery distributions. 837,314 - -
Iranster tor MBTA CONtraCt 8SSISTANCE. ... .ccveeiiiiiieiiiieeeeeee e 154,430 - -
MBTA forward funding transfer........ 612,750 - -
Sewer raterdi€f.......ccoveeeennns - 53,914 -
Caseload mitigation 22,091 - -
Surplus transfer to capital ProjJectS.........oecveiievieiiiiseneeee e - - 76,581
Transfer for capital projects funds.. - - 128,977
Debt defeasance trust transfer..... - 650,000 -
Tobacco SattlemMENt traNSFEr .......ccuveieecieee e 83,597 - -
Operating tranSfErS IN......cccciviiiiiee e 269,901 259,827 564,578
Collective bargaining reserve..... 54,168 - -
Transfer for trangitional escrow.. 75,200 - 16,800
S 1Tz (0 g I A = 1 [ SRR 114,871 - -
Fund deficit €imiNation..........ccoeoveiierenieiei e e 2,979,782 - -
Federal rembursement transfer in. 2,431 - 484,187
Transfer for tax reduction.............ccoceeeeenee - - -
State share of federal highway construction - - 712,140
ONEN SOUMCES. ...ttt sttt e e - - -
Total other financing sources..... 5,411,595 1,008,248 3,744,884
Total revenues and other finanCing SOUMCES.......c.covveveeriereeereneeieeeeeeieeen: 26,221,102 8,158,065 3,911,050
EXPENDITURES AND OTHER FINANCING USES
Expenditures:
LEOISIUN. ..t 51,932 - 1,125
JUAICIANY ..ot bbb s 54/,845 2/6 21,403
INSPECIOr GENEFAL.....coiiiiiiiiiie s 2,429 - 566
Governor and Lieutenant Governor.. 5,514 50 -
Secretary of the Commonweslth... 40,544 727 8,715
Treasurer and RECAVE-GENENal........cuveeiiieeeeiiieiee et 115,481 3,396,402 325,867
Auditor of the CommonWEAItN.............ccceviiiiiii e 14,874 - 125
Attorney General................ 28,007 6,102 2,887
Ethics Commission.. 1,425 - -
Digtrict Attorney. 72,151 3,632 2,771
Office of Campaign & Political FINANCE...........cccceeineninieiiiiccicies 887 - -
Sheriff's Departments..........coeevrrrencns 172,669 1,770 1,153
Disabled Persons Protection Commission... 1,558 - -
Board of Library COMMISSIONES........cocecviinieiieiiesiesieesesieesesie e 7,261 2,735 24,650
COMPLIOHEN ...t 7,618 - 1,323
Administration and finance. 1,236,510 75,764 212,449
Environmental affairs............ 218,357 26,046 150,195
Communities and deVE OPMENL............cceviriiiriieinese e 138,098 269,924 85,392
Health and human SErVICES..........ccuvuiieiriiieieee e 3,973,893 1,132,940 17,315
Transportation and construction 1,360,073 8,229 1,990,613
Education.........cccceeeverieeennnnnn 357,176 507,863 7,449
HIGhEr EUUCEHION. ...ttt 996,032 6,127 29,586
PUDIIC SEIELY. ... 824,788 52,618 27,176
Economic devel opment... 35,451 3,805 3,575
ELAEr @ffAITS....viieieieeesieiees et s 189,760 26,726 150
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Fiduciary Totals
Fund Type (Memorandum Only)
Expendable
Trust 2000 1999
$ 861,843 16,564,012 15,187,700
86 487,524 533,928
31,481 5,755,946 5,495,618
19,667 5,429,613 5,017,581
- 152,438 1,082,234
299,458 948,492 703,223
1,212,535 29,338,025 28,020,284
- 1,761,621 1,014,806
- - 319,434
- - 498,792
- 124,303 121,376
- 125,264 93,874
- 837,314 809,095
- 154,430 135,343
- 612,750 -
- 53,914 53,914
- 22,001 3,461
- 76,581 110,414
- 128,977 118,638
- 650,000 408,889
- 83,597 -
20,529 1,114,835 1,479,418
- 54,168 86,000
- 92,000 92,000
- 114,871 165,622
- 2,979,782 -
- 486,618 580,320
- - 379,818
- 712,140 685,182
1,058 1,058 2,499
21,587 10,186,314 7,158,895
1,234,122 39,524,339 35,179,179
- 53,057 51,397
241 569, /165 531,679
- 2,995 2,658
- 5,564 5,368
59 50,045 47,594
1,212 3,838,962 2,808,511
242 15,241 14,815
1,635 38,631 37,300
- 1,425 1,408
3,448 81,902 77,126
- 887 2,473
9 175,601 131,858
- 1,558 1,552
- 34,646 27,658
- 8,941 9,193
5,305 1,530,028 1,445,926
12,293 406,891 381,745
1,880 495,294 446,275
20,936 5,145,084 4,946,856
548 3,359,463 2,968,297
4,139 876,627 772,949
153 1,031,898 964,451
2,159 906,741 922,419
366 43,197 60,799
35 216,671 196,950
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All Governmental Fund Types And Expendable Trust Funds

Combined Statement Of Revenues, Expenditures And Changes In Fund Balances - Statutory Basis

Fiscal Years Ended June 30, 2000 and 1999
(Amounts in thousands)

Expenditures (continued):

Debt service:
Principal retirement.........ccoeveiiiniieeee e
Interest and fisCal Charges.........cceeverieinesiiise s

TOtal EXPENAITUIES.......cveeeeteietei et

Other financing uses:

Payments to refunded bond eSCrow agent............ccoeevveveeiiineneineseesnnes
Fringe benefit Cost @SSESSMENT.........cccovviiieniiiiccse e
Lottery operating reimbUrSEMENTS..........ccceciieireninieiise e
Lottery distributions............ccccevvreennee.
Transfer for MBTA contract assistance...
Federal reimbursement transfer OUL...........ccocviineniiincniineeeecseee
State share of federal highway CONSIIUCHION............ccccevueiieniniiiicieieeies
Tobacco settlement transfer
Operating transfers oui...........
MBTA forward funding transfer..........ocoovviieiiiiiics e
SEWES T FEIE ..ot
Collective bargaining reserve.
Casdload mitigation...................
Transfer for capital ProjectSfUNAS.........ccccviivinieinene e
Surplus transfer for capital ProjJectS........ocevvevirinineiiriieeeeee e
Stabilization transfer ...

Fund deficit elimination
Transfer for tranStional ESCIOW........cc.ccviiriiieiiiiieee e
Transfer for debt defeasanCe............cceccevirciieiie e
Transfer for tax reduction...

Total other financing uses...

Total expenditures and other financing uses.

Excess (deficiency) of revenues and other financing sources
over expenditures and other fiNaNCiNg USES...........ccceeeineeenenieencsieie

Fund balances at beginning of YE&r...........ccccceineinieiiinesicee e
Fund balances at end Of YEAN ..o

See notes to combined financial statements - statutory basis.
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Governmental Fund Types

Non-Budgeted
Special Capital
Budgeted Revenue Projects
46,293 7,181 1,505
55,600 152,804 2,190
4,673,942 12,877 -
4,269,990 - -
986,303 - -
671,003 461 -
522,326 43,225 -
21,625,790 5,738,184 2,918,180
23,916 36,231 13,139
- 125,264 -
- 837,314 -
154,430 - -
- 486,618 -
- - 712,140
- 83,597 -
221,602 664,444 157,212
- 612,750
53,914 - -
54,168 - -
22,091 - -
128,977 - -
76,581 - -
114,871 - -
2,979,782 - -
92,000 - -
500,000 - 150,000
4,422,332 2,233,468 1,645,241
26,048,122 7,971,652 4,563,421
172,980 186,413 (652,371)
2,112,461 903,017 166,813
$ 2,285,441 $ 1,089,430 (485,558)
32
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Fiduciary Totals
Fund Type (Memorandum Only)
Expendable
Trust 2000 1999
13,843 68,822 59,457
901,419 1,112,013 1,082,353
- 4,686,819 4,319,230
- 4,269,990 3,856,453
- 986,303 990,211
- 671,464 658,557
- 565,551 553,686
969,922 31,252,076 28,377,204
- - 498,792
3,034 76,320 66,338
- 125,264 93,874
- 837,314 809,095
- 154,430 135,343
- 486,618 580,320
- 712,140 685,182
- 83,597 -
63,014 1,106,272 1,473,869
- 612,750 -
- 53,914 53,914
- 54,168 86,000
- 22,001 3,461
- 128,977 118,638
- 76,581 110,414
- 114,871 165,622
- 2,979,782 -
- 92,000 92,000
- 650,000 408,889
- - 379,818
66,048 8,367,089 5,761,569
1,035,970 39,619,165 34,138,773
198,152 (94,826) 1,040,406
2,120,722 5,303,013 4,262,607
$ 2,318,874 5,208,187 $ 5,303,013
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Budgeted Funds
Combined Statement Of Revenues, Expenditures And Changes In Fund Balances - Statutory Basis - Budget and Actual

Fiscal Year Ended June 30, 2000
(Amounts in thousands)

Variance
Favorable
Budget Actual (Unfavorable)

REVENUESAND OTHER FINANCING SOURCES

Revenues:
Taxes. $ 14,787,000 $ 15,688,616 $ 901,616
Assessment 23,426 109,074 85,648
Federal grants and reimbursement: 3,596,100 3,645,550 49,450
Departmental 1,362,571 1,096,388 (266,183)
Miscellaneous. 90,903 269,879 178,976
Total revenues. 19,860,000 20,809,507 949,507

Other financing sources:
Fringe benefit cost recovery. - 124,303 124,303
Lottery reimbursement 87,012 80,757 (6,255)
Lottery distributions. 695,100 837,314 142,214
Transfer for MBTA contract stance. - 154,430 154,430
MBTA forward funding transfer - 612,750 612,750
Caseload mitigation - 22,091 22,091
Tobacco settlement transfer - 83,597 83,597
Operating transfersin 291,844 269,901 (21,943)
Collective bargaining reserve. - 54,168 54,168
Transfer for transitional escrow. 50,000 75,200 25,200
Stabilization transfer - 114,871 114,871
Fund deficit eimination. - 2,979,782 2,979,782
Federal reimbursement transfer in - 2,431 2,431
Total other financing sources. 1,123,956 5,411,595 4,287,639
Total revenues and other financing sources. 20,983,956 26,221,102 5,237,146

EXPENDITURES AND OTHER FINANCING USES

Expenditures:
Legidature. 76,422 51,932 24,490
Judiciary. 558,896 547,845 11,051
Inspector General 2,435 2,429 6
Governor and Lieutenant Governor. 6,115 5,514 601
Secretary of the Commonwealth 41,658 40,544 1,114
Treasurer and Receiver-General 157,431 115,481 41,950
Auditor of the Commonwealth. 14,918 14,874 44
Attorney General 31,346 28,007 3,339
Ethics Commission. 1,501 1,425 76
District Attorney. 72,845 72,151 694
Office of Campaign & Political Finance. 891 887 4
Sheriff's Department: 179,690 172,669 7,021
Disabled Persons Protection Commission, 1,600 1,558 42
Board of Library Commissioners. 7,261 7,261 -
Comptroller, 7,646 7,618 28
Administration and finance. 1,386,189 1,236,510 149,679
Environmental affairs. 242,938 218,357 24,581
Communities and development. 156,571 138,098 18,473
Health and human services. 4,143,148 3,973,893 169,255
Transportation and construction, 1,367,233 1,360,073 7,160
Education, 377,290 357,176 20,114
Higher education 1,009,227 996,032 13,195
Public safety. 849,386 824,788 24,598
Economic development 61,485 35,451 26,034
Elder affairs. 198,228 189,760 8,468
Consumer affairs. 49,368 46,293 3,075
Labor, 76,249 55,600 20,649
Direct local aid 4,710,178 4,673,942 36,236
Medicaid. 4,324,593 4,269,990 54,603
Pension 987,374 986,303 1,071
Debt service:

Principal retirement. 676,058 671,003 5,055
Interest and fiscal charges. 527,185 522,326 4,859

Total expenditures. 22,303,355 21,625,790 677,565

Other financing uses:
Fringe benefit cost assessment - 23916 (23,916)
Transfer for MBTA contract stance. 154,430 154,430 -
Operating transfers out 221,602 221,602 -
Sewer raterelief 53,914 53,914 -
Collective bargaining reserve. 54,168 54,168 -
Caseload mitigation 22,091 22,091 -
Transfer for capital projects fund: 128,977 128,977 -
Surplustransfer for capital projects. - 76,581 (76,581)
Stabilization transfer - 114,871 (114,871)
Fund deficit eimination. - 2,979,782 (2,979,782)
Transfer for transitional escrow. 92,000 92,000 -
Transfer for debt defeasance. 250,000 500,000 (250,000)
Total other financing uses. 977,182 4,422,332 (3,445,150)
Total expenditures and other financing uses. 23,280,537 26,048,122 (2,767,585)
Excess (deficiency) of revenues and other financing
sources over expenditures and other financing uses. (2,296,581) 172,980 2,469,561
Fund balances (deficit) at beginning of year 2,112,461 2,112,461 -
Fund balances (deficits) at end of year $ (184,120) $ 2,285,441 $ 2,469,561

See notes to combined financial statements - statutory basis.
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Nonexpendable Trust Fund
Statement Of Revenues, Expenses And Changes In Fund Balances - Statutory Basis

Fiscal Years Ended June 30, 2000 and 1999
(Amounts in thousands)

2000 1999
REVENUES
Revenues:
[NVESEMENE BAIMINGS.....cuveviieireiteiere et sieee e re e tesbesbesaeresaesbesaeneas $ - $ -
TOAl FEVENUES........eeiiieieie ettt - -
EXPENSES
Expenses:
Higher edUCALTON .........ooiiiiiii e 1 -
Treasurer and RecaVEr-General..........cocveveeiieiieiieseeeee e 1 -
TOtAl EXPENSES.....coitiiiieieitie ettt e bbb b e 1 -
Excess (deficiency) of revenues over eXpensesS.......ooveevveeeeeeeieeenieee e (@D} -
Fund balances at beginning of Year............cccocvviiiiiiiinie e 5,835 5,835
Fund balances at end Of YEar..........ccvvveieeiie e $ 5,834 $ 5,835

See notes to combined financial statements - statutory basis.
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Pension Trust Funds
Combined Statement of Changes in Net Assets Available for Pension Benefits - Statutory Basis

Fiscal Years Ended June 30, 2000 and 1999
(Amounts in thousands)

2000 1999
Additions:
Commonwealth CoNtribULIONS............ccceeeiieiic e, $ 916,077 $ 877,908
Employees CONtribULIONS.........cccoiieiieiienie e 616,157 586,839
Total CONtIIBULIONS.....ccciiiirieeicciiee et 1,532,234 1,464,747
Net investment income:
Net appreciation in fair value of investments............cccceeeeveevinecneenns, 3,422,373 2,249,726
1] < (= P 465,039 404,958
(DAY (< 410 SRR 230,963 205,062
Real estate operating inCome, NEL.........cccccvvivviriiereeieenee e 114,848 81,704
ARSI NELTVE INVESIMENTS. ...ttt e e e e e e e e e e e e e e eeaneees 5,467 6,286
(@131 SR 6,046 4,936
Total INVESEMENT INCOME.......eeeeeeeeeeee e et e e e e e e e e e e e e e e e eeaenes 4,244,736 2,952,672
LESS iNVESIMENt EXPENSE......cccuveivieiiieceesee e ste et eae e 63,942 48,177
NEL INVESIMENT INCOME......eiiiiirieecccireee ettt e, 4,180,794 2,904,495
B0 = =T [0 110 SRR 5,713,028 4,369,242
Deductions:
Administration reiMBUrSEMENT. ... ...vveeeeeeeeee e 12,133 8,217
Retirement benefitsand refunds............cocceeeviveeeiciieee e 1,425,716 1,315,608
TOtal AEOUCLIONS......eveeeeeeeeee ettt e e e e e e e e e e e e e e e rrereeeens 1,437,849 1,323,825
INEE INCTEASE ...ttt ettt e e e e et e e e e e e e eeeeeeseses e saeereeeeesaesaennnes 4,275,179 3,045,417

Net assets available for pension benefits
at beginning of year (fund balances reserved
for employees pension DENEFits)........ccccveveiiiiiieccie e 26,266,725 23,221,308

Net assets available for pension benefits
at end of year (fund balances reserved

for employees pension bENEfits)..........covceeeeeieeiceeeececeee e $ 30,541,904 $ 26,266,725

See notes to combined financial statements - statutory basis.
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Notes to Combined Financial Statements - Statutory Basis

Fiscal Year Ended June 30, 2000

1. FINANCIAL STATEMENT PRESENTATION

Introduction — The accompanying combined financial
statements — statutory basis of the Commonwesalth of
Massachusetts (the Commonwesalth) are presented in
accordance with the requirements of Section 12 of
Chapter 7A as amended by Section 4 of Chapter 88 of the
Acts of 1997 of the Massachusetts General Laws. The
Office of the Comptroller also publishes the
Commonwealth’s Comprehensive Annua Financial
Report (CAFR) which is prepared on the basis of
accounting principles generally accepted in the United
States of America (GAAP) for governments. GAAP is
prescribed by the Governmental Accounting Standards
Board, the authoritative standard-setting body for
establishing governmental accounting and financial
reporting principles.

The combined financial statements — statutory basis
include all budgeted and non-budgeted funds and account
groups of the Commonweslth, as recorded by the Office
of the Comptroller in compliance with Massachusetts
General Laws and in  accordance with the
Commonwealth’ s budgetary principles.

The combined financial statements — statutory basis are
not intended to include independent authorities, non-
appropriated funds of higher education or other
organizations included in the Commonwealth’s reporting
entity asit would be defined under GAAP.

Statutory Basis Accounting — The Commonwealth
reports its statutory basis financial position and results of
operations in funds and account groups, each of which is
considered a separate accounting entity. The operations
of each fund are accounted for with a set of sdlf-
balancing accounts that comprise its assets, liabilities,
fund balances, revenues and expenditures/expenses.
Transactions between funds within a fund type, if any,
have not been eliminated.

Account groups are accounting entities used to provide
accountability for the Commonwealth’s general fixed
assets and long-term obligations.  They are not
considered funds because they do not report expendable
available financial resources and related liabilities.

The Fund types and account groups are organized as
follows:

Governmental Fund Types - accounts for the general
governmental activities of the Commonwealth.
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Budgeted Funds — are the primary operating funds of the
Commonwealth. They account for all budgeted
governmental transactions. Major budgeted funds
include the General, Highway and Local Aid funds which
are identified by the Comptroller as the operating funds
of the Commonwealth.

Non-Budgeted Special Revenue Funds — are established
by law to account for specific revenue sources that have
been segregated from the budgeted funds to support
specific governmental activities such as federal grants,
funds related to the tobacco settlement and the operations
of the state lottery.

Capital Projects Funds — account for financial resources
used to acquire or construct major capital assets and to
finance local capital projects as well as a one time fiscal
year 2000 transfer to forward fund the Massachusetts Bay
Transit Authority (MBTA). These resources are derived
from proceeds of general obligation bonds, which are
generally received after the expenditure has been
incurred, operating transfers authorized by the
Legidature and from federal reimbursements. Deficit
balances in Capital Projects Funds represent amounts to
be financed.

Fiduciary Fund Types — account for assets held by the
Commonwealth in a trustee capacity (Trust Funds), or as
an agent (Agency Funds) for individuals, private
organizations, other governmental units, and/or other
funds.

Expendable Trust Funds — account for trusts whose
principal and investment income may be expended for
their designated purpose.

Nonexpendable Trust Funds — account for trusts whose
principal cannot be spent.

Pension Trust Funds — account for the net assets
available for plan benefits held in trust for the State
Employees and Teachers Retirement Systems.

Agency Funds — account for assets the Commonwealth
holds on behalf of others. Agency Funds are custodial in
nature and do not invol ve measurement of operations.

Account Groups — establish control and accountability

over the Commonwesalth’s general fixed assets and long-
term obligations.

Statutory Basis Financial Report



Notes to Combined Financial Statements - Statutory Basis

Fiscal Year Ended June 30, 2000

General Fixed Assets Account Group — accounts for the
general fixed assets of the Commonwealth and capital
leases.

General Long-term Obligations Account Group —
accounts for long-term bonds and notes issued by the
Commonwealth and capital |eases.

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Statutory Basis of Accounting — The Statutory Basis
Financial Report is prepared from the Commonwealth’s
books and records and other official reports which are
maintained on the basis of accounting used in the
preparation of the Commonwealth’s legally adopted
annual budget (statutory basis). The statutory basis
emphasizes accountability and budgetary control of
appropriations. The Statutory Basis Financial Report is
not intended to present the Commonwealth’s financial
condition and results of operations in conformity with
GAAP. Under GAAP, the books are accounted for using
a current financial resources measurement focus and the
modified accrual basis of accounting.

Revenues are generally recognized when cash deposits
are received by the Treasury. However, revenues
receivable for federal grants and reimbursements are
recognized when related expenditures are incurred.
Amounts due from political subdivisons of the
Commonwealth are recognized when considered
measurable and available. Deeds excise taxes are
recognized at the time of collection by the counties and
the Commonwealth.  Under GAAP, revenues are
recognized when they become both measurable and
available,

Expenditures are generally recorded when the related
cash disbursement occurs. At year-end, payroll is
accrued and payables are recognized, to the extent of
approved encumbrances, for goods or services received
by June 30. Costsincurred under the federally-sponsored
Medicaid program, amounts required to settle claims and
judgments against the Commonwealth, and certain other
liabilities are not recognized until they are encumbered
or otherwise processed for payment. Under GAAP,
expenditures are recorded in the period in which the
related fund liability isincurred.

The Pension Trust Funds are reported using a flow of
economic resources measurement focus and the accrual
basis of accounting on both the Statutory and GAAP
basis. Under this method, additions are recorded when
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earned and deductions are recorded at the time liabilities
are incurred. This measurement focus emphasizes the
determination of net change in assets available for
pension benefits.

The accounting policies followed in preparing the
accompanying combined financial statements — statutory
basis are described in the remainder of this section.

Casnh, Short-term Investments and I nvestments —

The Commonwesalth follows the practice of pooling the
cash and cash eguivalents of its Governmental and
Fiduciary Funds. Cash equivalents consist of short-term
investments with an original maturity of three months or
less and are stated at cost. Interest earned on pooled cash
is allocated to the General Fund, Expendable Trust Funds
and, when so directed by law, to certain Special Revenue
and Capital Projects Funds.

The Commonwealth enters into interest rate swap
agreements to modify interest rates on outstanding debt.
Other than the net interest expenditures resulting from
these agreements no amounts are recorded in the
financial statements.

The Penson Trust Funds, with investments of
approximately ~ $31,280,296,000 at fair value, are
permitted to make investments in equity securities, fixed
income securities, real estate and other aternative
investments. For investments traded in an active market,
the fair value of the investment will be its market price.
The Pension Trust Funds include investments in real
estate, venture capital funds, real estate funds, limited
partnerships, futures pools, international hedge pools,
commodities pools, balanced pools, leveraged buyouts,
private placements and other alternative investments.
The dructure, risk profile, return potential and
marketability differ from traditional equity and fixed
income investments. Concentration of credit risk exists
if a number of companies in which the fund has invested
are engaged in similar activities and have similar
economic characteristics that could cause their ability to
meet contractual obligations to be similarly affected by
changesin economic or other conditions. To mitigate the
exposure to concentrations of risk, the Pension Trust
Funds invest in a variety of industries located in diverse
geographic areas. As of June 30, 2000, the estimated fair
values, determined by management with input from the
investment managers, of these real estate and alternative
investments were $3,417,147,000 of the Pension Trust
Funds, representing 9.1% of the total assets of the
Fiduciary Fund Type.
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Notes to Combined Financial Statements - Statutory Basis

Fiscal Year Ended June 30, 2000

Securities Lending Program - The Pension Trust Funds
participate in securities lending programs. Under these
programs, the Trusts receive a fee for alowing brokerage
firms to borrow certain securities for a predetermined
period of time, securing such loans with cash or
collateral typically equaling 102% to 105% of the fair
value of the security borrowed. At June 30, 2000, the
market value of the securities on loan from the Pension
Reserve Investment Trust (PRIT) was approximately
$1,260,000,000. The value of the collateral held by PRIT
amounted to $1,365,000,000 at June 30, 2000. The PRIT
securities on loan were collateralized at all times by U.S.
Treasury securities of at least 100% of the value.

Receivables — Receivables are stated net of estimated
allowances for uncollectible accounts. Reimbursements
due to the Commonwedalth for its expenditures on
federally funded reimbursement and grant programs are
reported as “ Due from federal government.”

Due from Cities and Towns — Represents reimbursement
due to the Commonwealth for its expenditures on certain
programs for the benefit of cities and towns.

Advances to Related Entity — As part of the Genera
Appropriation Act of 2000 (Chapter 127 of the Acts of
1999,) the funding mechanism for the net cost of service
and other costs of the Massachusetts Bay Transportation
Authority (MBTA) was changed. The change is effective
July 1, 2000. Under the previous funding method, used
since the MBTA'’s inception in the 1960’s, the MBTA’s
costs were funded by the Commonwealth 18 months in
arrears.  Under the new funding method (Forward
Funding), the MBTA's costs will be funded on a current
basis. This method apportions a “dedicated sales tax”
amounting to 1% of applicable sales in the
Commonwealth, directly to the MBTA. The MBTA will
also continue to receive amounts assessed on the 175
cities and towns within the service area (assessments.)
The assessments ($144,579,000 in fiscal year 2000) are
expected to total approximately $144,000,000 in fiscal
year 2001 and decrease each year to approximately
$136,000,000 in fiscal year 2006.  After 2006,
assessments will be adjusted annually by a maximum of
2.5% per year. The dedicated sales tax will be equal to
the greater of the amount raised by the sales tax or
$645,000,000, (the base revenue) subject to an
adjustment for inflation, capped at 3% annually. All
revenues are deposited into the Massachusetts Bay
Transportation Authority State and Local Contribution
Fund, a non-budgeted special revenue fund.
Accordingly, under forward funding, the MBTA will no
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longer receive advances from the Commonwealth for its
net cost of service or other contract assistance.

Costs recognized by the Commonwealth in fiscal year
2000 related to forward funding are as follows:

Sources of Funds
G.O.BondsIssued...........covveviiiiieiiiii $325,000,000
Operating Transfers.........ovvivuiiiiiiieiiiie e e 10,540,000
Amount tobe Amortized..............cooeeiiii i 612,750,000
Total Sourcesof Fundstothe MBTA................... 948,290,000
Uses of Funds
Net Cost of Service Paid For:
Calendar Year 1999 and Before.............cocevvneene 505,750,000
1/1-6/30/00 Including Operating Interest............ 342,540,000
Working Capital..........c.ouviiiiiii i 100,000,000
Total Cost of Forward Funding...................c....e. $948,290,000

The amount to be amortized above represents 18 months
of net cost of service of the MBTA. The Commonwesalth
appropriated $27,500,000 for FYOl to begin the
amortization of the $612,750,000. For FY02 through
FY20, the Commonwealth has the option of either
appropriating $30,803,000 annually, or bonding the
amounts, to a maximum remaining authorization of
$475,000,000.

Inventories — The costs of materials and supplies are
recorded as expenditures in Governmental Funds when
purchased. Such inventories are not material in total to
the financial statements and therefore are not recorded.

General Fixed Assets — General fixed asset acquisitions
are recorded as expenditures in the acquiring fund and
capitalized in the General Fixed Assets Account Group
in the year purchased. General fixed assets are recorded
at historical cost, or at estimated historical cost if actual
historical cost is not available. Donated fixed assets are
recorded at estimated fair market value at the date of
donation.

The cost of normal maintenance and repairs that do not
add to the value of the assets or materially extend asset
lives are not capitalized. Improvements are capitalized.

The Commonwealth capitalizes all land except land
associated with infrastructure. It capitalizes buildings
and equipment, including computer software, with a cost
in excess of fifteen thousand dollars at the date of
acquisition and with an expected useful life greater than
one year. Interest incurred during construction is not
material and is not capitalized. Public domain general
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Notes to Combined Financial Statements - Statutory Basis

Fiscal Year Ended June 30, 2000

fixed assets and infrastructure (roads, bridges, tunnels,
dams, water and sewer systems, etc.) are not capitalized.
No depreciation is provided on general fixed assets.

I nterfund/I ntrafund Transactions — During the course of
its operations, the Commonwesalth records transactions
between funds and/or between departments. On the
dtatutory basis, transactions between Governmental and
Fiduciary Fund Types are recorded as adjustments to the
funds cash accounts. As a result, a fund may report a
deficiency in cash and short-term investments.

Transactions of a buyer/sdler nature between
departments within afund are not eliminated.

Transfers in and out net to $8.6 million due to higher
education non-appropriated fund activity, which is not
included in the combined statements — statutory basis.

Risk Management — The Commonwesalth does not insure
for state employees workers compensation, casualty,
theft, tort claims and other losses. Such liabilities are not
recognized on the statutory basis until encumbered
and/or processed for payment. For employees workers
compensation, the Commonwealth assumes the full risk
of claims filed under a program managed by the Human
Resources Division. For personal injury or property
damages, Chapter 258 of the Massachusetts General
Laws (General Laws) limits the risk assumed by the
Commonwealth to $100,000 per occurrence, in most
circumstances.  The Group Insurance Commission
administers contributory health care and other insurance
programs for the Commonweath’'s employees and
retirees.

The Commonwedalth has entered into agreements for
insurance for Central Artery/Tunnel Project workers
compensation and certain other claims that may arise in
the course of the Project. This special arrangement has
been approved by the Federal Highway Administration as
a cost-effective method to fund current and potential
future claims by contractors, workers, and other parties
affected by the project. Pursuant to the agreement, the
Commonwealth conveys a sum of money to the agent
each month. This amount includes both federal and state
share. The agent manages and settles all claims. At the
conclusion of the program, the balance remaining, if any,
will be returned to the Commonwealth and the federa
government. The monthly amount conveyed to the agent
is accounted for (on the statutory basis of accounting) as
an expenditure in the Federal Highway Capital Projects
Fund.
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Encumbrances — Encumbrance accounting is utilized in
the Governmental Fund Types as a significant aspect of
budgetary control. The full amounts of purchase orders,
contracts and other commitments of appropriated
resources are encumbered and recorded as deductions
from appropriations prior to actual expenditure, ensuring
that such commitments do not exceed appropriations.
Encumbrances outstanding at year-end for goods or
services received on or before June 30 are reported as
statutory basis liahilities and expenditures.

Fringe Benefit Cost Recovery — The Commonwesalth
appropriates and pays the fringe benefit costs of its
employees and retirees through the General Fund and the
Intragovernmental Service Fund. These fringe benefits
include the costs of employees health insurance,
pensions, unemployment compensation, and other costs
necessary to support the state work force. As directed by
Chapter 29, Sections 5D and 6B(f) of the Massachusetts
General Laws, these costs are assessed to other funds
based on their payroll costs, net of credits for direct
payments. Since these fringe benefit costs are not
appropriated in the budget, the required assessment
creates a variance between budget and actual
expenditures at year end. The fringe benefit cost
recoveries of $124,303,000 in the budgeted funds result
from costs assessments of  $76,320,000 in the
governmental fund types and the expendable trust funds.
The remainder of $47,983,000 is assessed to the higher
education non-appropriated activity which is not included
in the combined financial statements - statutory basis.

School Construction Grants - The Commonwealth,
through legidation, is committed to reimburse certain
cities, towns and regional school districts for a portion of
their debt service costs for school construction and
renovation. These costs are recorded as expenditures
when paid. The amounts expected to be liquidated with
available financial resources are reported as expenditures
and fund liabilities under GAAP. The long-term portion
of this liability is recorded in the General Long-Term
Obligation Account Group on a GAAP basis.

Compensated Absences — Employees are granted
vacation and sick leave in varying amounts based on
collective bargaining agreements and state laws. Upon
retirement, termination or death, certain employees are
compensated for unused vacation and sick leave (subject
to certain limitations) at their then-current rate of pay.
Vacation and sick leave are recorded as expenditures
when paid.
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Lottery Revenue and Prizes — Ticket revenues and prizes
awarded by the Massachusetts Lottery Commission are
recognized as drawings are held. For certain prizes
payable in installments, the Commonwealth purchases
annuities, “principal only” and “interest only” treasury
gtrips in the Commonwealth’s name, which are recorded
as annuity contracts and prizes payable in the Agency
Funds on a GAAP basis. The Commonwealth retains the
risk related to such annuities.

Fund Balances — The Commonwealth reports fund
balances as reserved where legally restricted for a specific
future use. Otherwise, these balances are considered
unreserved.

Fund balance has been reserved as follows:

“Reserved for continuing appropriations’ — ae
unexpended amounts in appropriations which the
Legidature has specifically authorized to be carried into
the next fiscal year.

“Reserved for Commonweslth stabilization” — are
amounts set aside in the Commonwealth Stabilization
Fund in accordance with 5C of Chapter 29 of
Massachusetts General Laws, as amended by Chapter 88
of the Acts of 1997, Chapter 175 of the Acts of 1998 and
Chapter 87 and 236, Section 79 of the Acts of 2000.

“Reserved for tax reduction” - is the amount set aside in
the Tax Reduction Fund according to Section 6 of
Chapter 29B of the Massachusetts General Laws.

“Reserved for transitional escrow” — are reserves set
aside until December 31, 1999 under Section 46 of
Chapter 68, Acts of 1999.

“Reserved for debt service” — are amounts held by fiscal
agents or the Commonwealth to fund future debt service
obligations.

“Reserved for employees pension benefits’ — are the net
assets of the Commonwealth’s public employee
retirement systems which cannot be used for any other
purpose.

“Reserved for unemployment benefits’ — are amounts
reserved for payment of unemployment compensation.

“Reserved for capital projects’ - are amounts reserved for
capital projects.

Unreserved fund balance is segregated into two
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components:

“Designated for specific purpose” — are al unreserved
fund balances for which the Legisature or Executive
Branch has evidenced an intention to restrict for a
specific purpose.

“Undesignated” — consists of cumulative surpluses or
deficits of the Governmental Fund Types not otherwise
designated.

Reclassification — Certain reclassifications have been
made to the fiscal year 1999 account balances to conform
to the presentation used in fiscal year 2000.

3. BUDGETARY CONTROL

State finance law requires that a balanced budget be
approved by the Governor and the Legidature. The
Governor presents an annua budget to the Legidature
which includes estimates of revenues and other financing
sources and recommended expenditures and other
financing uses. The Legidature, which has full authority
to amend the budget, adopts an expenditure budget by
appropriating monies at the individual appropriation
account level in an annual appropriations act.

Before signing the appropriations act, the Governor may
veto or reduce any specific item, subject to legidative
override. Further changes to the budget established in
the annual appropriations act may be made via
supplemental appropriations acts or other legidative acts.
These must also be signed by the Governor and are
subject to the line item veto.

In addition, Massachusetts General Laws authorize the
Secretary of Administration and Finance, with the
approval of the Governor, upon determination that
available revenues will be insufficient to meet authorized
expenditures, to withhold allotments of appropriated
funds which effectively reduce the account’s expenditure
budget.

The majority of the Commonwesalth’s appropriations are
non-continuing accounts which lapse at the end of each
fiscal year. Others are continuing accounts for which the
Legidature has authorized that an unspent balance from
the prior year be carried forward and made available for
spending in the current fiscal year. In addition, the
Legidature may direct that certain revenues be retained
and made available for spending within an appropriation.
Fringe benefits and other costs which are mandated by
dtate finance law are not itemized in the appropriation
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process and are not separately budgeted.

The original fiscal year 2000 appropriations act was
Chapter 127, Acts of 1999. This appropriation act
authorized $19,931,438,000 in direct appropriations. In
addition, the act contained $902,377,000 in
authorizations to retain and expend certain non-tax
revenues of which $884,250,000 were estimated to be
collected and expended. The Act aso included
$112,994,000 in interagency chargebacks. Chapter 127
included estimates of $14,787,000,000 in tax revenues
and approximately $6,107,752,000 in non-tax revenues.
With these revenues (exclusive of chargebacks) projected
to total approximately $20,894,752,000 and with
unreserved balances of approximately $386,893,000
carried forward from the fiscal year 1999, the budget as
presented in this origina appropriation act was
considered to be in balance.

During fiscal year 2000, the Legidature also passed and
the Governor signed, with some modification through
veto, Chapters 101, 175, 176 and 177 of the Acts of 1999
and Chapters 1, 34, 82 and 111 of the Acts of 2000,
which included numerous supplemental budgetary
appropriations. These supplements added $429,292,000
indirect appropriations and $117,000 in retained revenue
authorizations.

Subsequent to June 30, 2000, the Legidature passed and
the Governor signed Chapters 150 and 236 of the Acts of
2000, which included $255,779,000 in additional
supplemental  appropriations and $92,950,000 in
additional retained revenue authorizations. The
cumulative fiscal year 2000 appropriations, retained
revenues and interagency chargebacks totals
$21,725,000,000. Appropriations continued from fiscal
year 1999 totaled approximately $212,166,000 and
certain interfund transfers directed by statute totaled
approximately $1,343,425,000.

Because revenue budgets are not updated subsequent to
the original appropriation act, the comparison of the
initial revenue budget to the subsequent, and often
modified, expenditure budget can be mideading. Also,
these financial statements portray fund accounting with
gross inflows and outflows, thus creating a discrepancy to
separately published budget documents. In conducting
the budget process, the Commonwealth excludes those
interfund transactions that by their nature have no impact
on the combined fund balance of the budgeted funds.

Generally, expenditures may not exceed the level of
spending authorized for an appropriation account.
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However, the Commonwesalth is statutorily required to
pay debt service, regardless of whether such amounts are
appropriated. In addition, certain interfund assessments
to alocate fringe benefits and other costs which are
mandated by state finance law are not itemized in the
appropriation process or separately budgeted.

The following table identifies this interfund activity from
the budgeted sources and uses to align more clearly
forecasts prepared during the budget process to the
detailed fund accounting of the Commonwealth’s
statutory financial statements (amounts in thousands):

Revenues Expenditures
and Other and Other
Financing Financing
Sources Uses
Actud as presented in the combined budget
and actual statement - statutory basis..........ocveereeences $ 26,221,102 $ 26,048,122
Adjustments to revenues and expenditures
Municipal transit assessments.........ccceeveeerrereecenenenes (15,821) (15,821)
Trangfer to the Intragovernmental
Service FuNd REVENUES............oceueeececreireceeeneens (99,663) (99,663)
Adjustments to other financing sources and uses:
MBTA subsidy transfer..........occvrececenenrcrerneecrnenenes (154,430) (154,430)
Fringe benefit cost assessments........cccoveeeerecerereecenenes (23,916) (23,916)
Trandfer from the Intragovernmental
Service Fund to the General Fund...........ccoccuvenvecnnns (3,547) (3,547)
Trandfer from the Revenue Maximization
Fund to the General FuNnd..........ccocccvrrecenenccenennnne (19,464) (19,464)
RMV License Plates........ ; (3,447) (3,447)
Stabilization transfers........... . (114,871) (114,871)
Transfer to Transitional Escrow Fund... . (75,200) (75,200)
Coallective Bargaining Reserve Fund........c..cocceeeveeeee (54,168) (54,168)
Trandfer to dose Commonweslth
Cost Relief Fund............cooooiii, (3:837) (3,837)
Trandfer to Clean Election Fund.............ccoevvvennnens (10,000) (10,000)
Transfer for MBTA Debt Service.........coovveveninnnnns (10,540) (10,540)
Trander to Children'sand Senior's
Hedth Fund............ccooiiii (36,952) (36,952)
MWRA Deht Service Rembursement............c......e. (4,435) (4,435)
Transfer to Inland Fisheriesand Game Fund............... (99) (99)
Fund deficit eimination Highway.............. (388,205) (388,205)
Fund deficit elimination Local Aid.. (2,591,577) (2,591,577)
Chapter 34B County Pensions............... . (1,756) (1,756)
Transfer to Caseload Mitigation Fund............ccccuvenee (22,091) (22,091)
Actual as presented on budgetary documents.................. $ 22587,088 $ 22,414,108

Please see the section divider for the budgeted funds to
review the list of budgeted funds grouped by categories.

The Office of the Comptroller has the responsihility to
ensure that budgetary control is maintained on an
individual appropriation account basis.  Budgetary
control is exercised through the state accounting system,
Massachusetts Management Accounting and Reporting
System (MMARS). Encumbrances and expenditures are
not allowed to exceed the appropriation account’s
spending authorization.
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4. DEPOSITSAND INVESTMENTS

The Commonwealth maintains a cash and short-term
investment pool that is available for use by all funds.
Each fund type's net equity in this pool is displayed on
the combined balance sheet as either “Cash and short-
term investments’ or “ Deficiency in cash and short-term
investments.” The investments of the Pension Trust
Funds are held in atrust.

The Office of the Treasurer and Receiver-General
(Treasury) manages the Commonwealth’s short-term
investment pool.  Statutes authorize investment in
obligations of the U.S. Treasury, authorized bonds of all
states, banker's acceptances, certificates of deposit,
commercial paper rated within the three highest
classifications established by Standard & Poor’s
Corporation and Moody' s Commercial Paper Record and
repurchase agreements that any of these obligations
secure.  Such investments are carried at cost, which
approximates fair value.

The pooled cash and short-term investments at June 30,
2000 are as follows (amounts in thousands):

Carrying
Value

Cash and Certificates of deposit.........cccooeeveiiieieinnneennn. $ 597,666
Short-term investments:

ComMMErCial PAPET.....ccuuiiiiiaeii e 588,939

Short-term investment pool............ccocooviiiiiiinninnnns 3,176,920

Repurchase agreements............ooeveuieieineeiineeiieeeennns 330,485

Money market investments..............ccoeveiiiieiiiiniiins 982,243
TOAl e _$ 5,676,253

Pooled cash and short-term investments include the
following:

Cash and short-term investments..............eevvvevvenee. $ 6,102,030
Cash with fiscal agent..........cccceevevveeviiee e, 76,033
Deficiency in cash and short-term investments....... (501,810)
TOAl et $ 5,676,253

The Pension Trust Funds have invested a significant
portion of their portfolios into a trust, which pools assets
for investment purposes and allocates returns on these
investments in proportion to each fund’'s share of the
poal.
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The investments are carried at fair value. At June 30,
2000, they are as follows (amounts in thousands):

Amount

Investments:
EQUItY SECUMLIES. . ..veveviriieisieieee e $ 13,518,608
U.S. government and government agency securities.... 4,011,549
Fixed inCOMe SECUNtIES......cvvcvvevie e 3,405,437
1,594,548
1,822,599
International iNVEStMeNtS..........cccvevvveievievceecieeieciee 6,927,555
LI - SRR $ 31,280,296

Financial Instruments with Off-Balance Sheet Risk -
Certain investments of the Commonwealth may involve a
degree of risk not accounted for on the respective
financial statements. A description of such “off-balance
sheet risks’ are as follows:

Forward Currency Contracts - The Pension Trust Funds
enter into forward currency contracts to hedge the
exposure to change in foreign currency exchange rates on
foreign portfolio holdings. The market value of the
contract will fluctuate with changesin currency exchange
rates. Risks may arise upon entering these contracts
from the potential inability of counterparties to meet the
teems of their contracts and from unanticipated
movements in the value of a foreign currency relative to
the U.S. dollar.

When the contract is closed, the Pension Trust Funds
record a realized gain or loss equal to the difference
between the value of the contract at the time it was
opened and the value at the time it was closed.
Fluctuations in the value of forward currency contracts
are recorded as unrealized gains or losses by the Pension
Trust Funds.

Future Contracts - The Pension Trust Funds may
purchase and sdl financial futures contracts to hedge
against changes in the values of securities the fund owes
or expects to purchase. Upon entering such contracts,
they must pledge to the broker an amount of cash or
securities equal to a percentage of the contract amount.

The potential risk is that the change in the value of
futures contracts primarily corresponds with the value of
underlying instruments which may correspond to the
change in value of the hedged instruments. In addition,
thereis arisk that PRIT may not be able to close out its
future positions due to a non-liquid secondary market.
Risks may arise from the potential inability of a counter-
party to meet the terms of a contract and from
unanticipated movements in the value of a foreign
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currency relative to the U.S. dollar. The Pension Trust
Funds may also invest in financial futures contracts for
non-hedging purposes.

Payments are made or received by the Pension Trust
Funds each day, depending on the daily fluctuations in
the value of the underlying security and are recorded as
unrealized gains or losses. When the contracts are
closed, the Pension Trust Funds recognize arealized gain
or loss.

Options - PRIT is also engaged in sdlling or “writing”
options. The Pension Trust Funds, as writers of options,
may have no control over whether the underlying
securities may be sold (call) or purchased (put) and, as a
result, bears the market risk of an unfavorable change in
the price of the security underlying the written option.
As of June 30, 2000, there were no material options
outstanding.

5. SHORT-TERM FINANCING AND CREDIT
AGREEMENTS

Massachusetts General Laws authorize the Treasurer to
issue temporary notes in anticipation of revenue or bond
financing. When this short-term debt does not meet
long-term financing criteria, it is classified among fund
liahilities.

General Fund - Through June 30, 2000 the
Commonwealth was authorized by Massachusetts
General Laws to issue short-term notes to finance
working capital advances to the MBTA. There were no
such notes outstanding at June 30, 2000.

The balance of revenue anticipation notes (RANS)
outstanding fluctuates during the fiscal year, but must be
reduced to zero at June 30. During fiscal year 2000,
there were no RANSs issued or outstanding.

Capital Projects Funds — The Commonwealth may issue
bond anticipation notes (BANS) to temporarily finance its
capital projects. On December 22, 1999, the
Commonwealth issued $175,000,000 in commercial
paper in anticipation of issuance of long-term debt. The
proceeds of the issuance were deposited in the Capital
Projects Funds. On February 29, 2000, as part of a long-
term debt issuance, the Commonwedalth retired this
commercial paper from the bond proceeds and paid an
additional $1,301,000 in interest costs. No commercial
paper or other BANs were outstanding at June 30, 2000.

On September 7, 2000, the Commonwealth sold General
Obligation Bond Notes, Series 2000 A, in the aggregate
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principal amount of $400,000,000 with an interest rate of
5%. The notes mature on September 6, 2001.  The
notes are issued as BANS to finance costs associated with
the development of convention centers in Boston and
Worcester. The notes may also be used to pay other
capital costs of the Commonwealth.

On September 27, 2000, the Commonwealth issued
$220,000,000 in commercial paper in anticipation of the
final $600,000,000 authorization for Grant Anticipation
Notes (GANS) to be sold in November, 2000, partially
financing the Central Artery / Tunnel Project.

Letter-of-Credit Agreements — During fiscal year 2000,
the Commonwealth maintained a letter-of-credit
agreement with a bank in order to provide credit and
liquidity support for its commercial paper program. The
letter of credit was available to secure up to $200,000,000
of Commonwealth commercial paper plus interest
thereon. Advances were available, subject to certain
limitations and bearing interest at the bank rate as
defined, in anticipation of revenue or bond proceeds and
repayable by the following June 30, subject to extension
in certain circumstances, at the Commonwealth’s option.
No such advances were drawn during the fiscal year
ended June 30, 2000, or subsequent thereto. The existing
letter of credit agreement expires on October 31, 2000.
The average costs are approximately .09% on both
unutilized and utilized amounts

Line-of-Credit Agreement — During fiscal year 2000, the
Commonwealth maintained a line-of-credit agreement to
provide liquidity support for commercial paper notes. On
September 28, 1999, the Commonwealth entered into
line-of-credit agreements with two banks to provide a
total of $400,000,000 in liquidity support for the
Commonwealth’s commercial paper program. These
agreements expire in September of 2001 and 2002,
respectively. The costs of these facilities average
approximately .08% on unutilized amounts and .095% on
utilized amounts.

6. LONG-TERM DEBT

Under the Constitution of the Commonwealth of
Massachusetts, the Commonwealth may borrow money
(a) for defense, (b) in anticipation of receipts from taxes
or other sources, any such loan to be paid out of the
revenue of the year in which the loan is made, or (c) by a
two-thirds vote of the members of each house of the
Legidature present and voting thereon. The Congtitution
further provides that borrowed money shall not be
expended for any other purpose than that for which it
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was borrowed or for the reduction or discharge of the
principal of the loan. In addition, the Commonwealth
may give, loan or pledge its credit by a two-thirds vote of
the members of each house of the Legidature present and
voting thereon, but such credit may not in any manner be
given or loaned to or in aid of any individual, or of any
private association, or of any corporation which is
privately owned or managed.

The Commonwesalth has waived its sovereign immunity
and consented to be sued on contractual obligations,
including bonds and notes issued by it and al claims
with respect thereto. However, the property of the
Commonwealth is not subject to attachment or levy to
pay a judgment, and the satisfaction of any judgment
generally requires legidative appropriation.
Enforcement of a claim for the payment of principal or
interest on bonds and notes of the Commonwealth may
aso be subject to the provisons of federal or
Commonwealth statutes, if any, enacted to extend the
time for payment or impose other constraints upon
enforcement.

As of June 30, 2000, the Commonwesalth had three types
of long-term debt outstanding: general obligation bonds,
special obligation bonds and grant anticipation notes.

The general obligation bonds are authorized and issued
primarily to provide funds for Commonwealth-owned
capital projects and local government improvements.
They are backed by the full faith and credit of the
Commonwealth and paid from the Governmental Funds,
in which debt service principal and interest payments are
appropriated. Massachusetts General Laws provide for
the allocation of bond proceeds to these authorizations in
arrears, as expenditures are made, unless the proceeds
are allocated at the time of issuance.

Some Commonwealth general obligation debt isissued as
College Opportunity Bonds (COBSs) as authorized by the
Massachusetts General Laws.  Such bonds were initially
issued in fiscal year 1996, and continued through fiscal
year 2000 in amounts totaling $95,439,000, with
maturity ranging from 2000 through 2019. COBs have
an accreting interest component payable at maturity. The
annual accretion rate of each COB’s maturity is a
variable rate equal to the change in annual Consumer
Price Index (CPl) plus 2.0%. Assuming the CPI
averages 3.5% during the life of the outstanding COBs
the payments due at maturities of the COBs will total
$165,878,000. In addition, COBs pay current interest in
the amount of 0.5% per year of the initial amount still
outstanding. These bonds are backed by the full faith
and credit of the Commonwealth.
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On August 1, 2000 the Commonwealth issued
approximately  $6,626,000 in additional College
Opportunity Bonds, with maturities of 2005 to 2020.
The terms and conditions of these bonds are the same as
thoseissued in fiscal years 1996 through 2000.

Chapter 38 of the Acts of 1997 and Chapter 300 of the
Acts of 1998 abolished several Massachusetts counties on
various effective dates. As part of these provisions, the
Commonwealth assumed the outstanding debt of
Middlesex County on July 11, 1997, of Hampden and
Worcester Counties on July 1, 1998 and that of Essex
County on July 1, 1999. The county debt assumed has
become general obligation debt of the Commonwealth.
As of June 30, 2000, $2,105,000 of these obligations
remain outstanding.

The Commonwedlth also issues special obligation
revenue bonds as authorized by Massachusetts General
Laws. Such bonds may be secured by all or a portion of
revenues credited to the Highway Fund and are not
general obligations of the Commonwesalth. At June 30,
2000, the Commonwealth had outstanding $564,485,000
of such special obligation bonds, secured by a pledge of
6.86 cents of the 21.00 cent motor fuel excise tax
imposed on gasoline. No new special obligation bonds
were issued during the fiscal year.

The Commonwealth also issues Federal Highway GANS
to finance current cash flow for the Central
Artery/Tunnel Project in anticipation of future federal
reimbursements. Section 9 through 10D of Chapter 11 of
the Acts of 1997, as amended by Chapter 121 of the Acts
of 1998, authorizes the Commonwealth to sell up to
$1,500,000,000 in GANS. All Federal Highway
Construction reimbursements and reimbursements from
the federal highway construction trust funds are pledged
to the repayment of the GANS. Up to $900,000,000 of
said notes may be paid off through the issuance of
authorized general  obligation bonds of the
Commonwealth in the event federal financial assistance
is not available. At June 30, 2000, the Commonwealth
has $921,720,000 of GANS outstanding, including
accrued interest on capital appreciation bonds with
maturity dates ranging from 2005 to 2015. These notes
are secured by the pledge of Federal Highway
Construction Reimbursements without a general
obligation pledge.

For financial reporting purposes, long-term debt is
carried at its face value, which includes discount and any
issuance costs financed. The outstanding amount
represents the total principal to be repaid. For capital
appreciation bonds, the outstanding amount represents
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total principal and interest to be repaid. When short-
term debt has been refinanced on a long-term basis, it is
reported as outstanding at its face amount.

The amount of long-term debt authorized but unissued is
measured in accordance with the statutory basis of
accounting. Only the net proceeds (exclusive of discount
and costs of issuance) are deducted from the total
authorized by the Legislature.

Long-term debt outstanding (including discount and
issuance cost) and debt authorized-unissued at June 30,
2000 as follows (amounts in thousands):

Bonds Authorized and
Purpose Qutstanding M aturities Unissued

GANS.......coeinn $ 921,720 2005-2015 $ 600,009
Capital Projects:

General............ 4,837,004 2000-2025 3,748,601

Highway........... 5,144,276 2000-2018 6,255,614

Local Aid......... 1,403,153 2000-2017 210,136

Other............... 76,948 2000-2025 771,346

11,461,381 10,985,697

Total...ooovvvvennns $12,383,101 $ 11,585,706

Interest rates on the Commonwesalth’s debt outstanding
at the end of fiscal year 2000 ranged from 0.1% to 8.0%.

Changes in long-term debt outstanding (including
discount and issuance cost) and bonds authorized -
unissued for the year ended June 30, 2000 are as follows
(amounts in thousands):

Bonds Authorized and
Qutstanding Unissued
Balance July 1, 1999........c.cccoeirnnnnn. $ 11,808,461 $ 12,004,017
General and special obligation bonds:
Principal, less discount and
ISSUANCE COSES....ovvvviieeeeeeaee cenane e, 1,761,620 (1,761,620)
Discount and issuance costs.............. (3,478)
County debt:
Principal of bonds assumed............ 525
Defeased Debt:
Principal on Defeased Debt................. (247,840)
Discount on Defeased Debt (264,723)
Increase in bonds authorized................. - 4,116,541
Contributionsin lieu of bonds........... - (5,453)
Bonds retired..........oocveeiieiiiiieiiees (671,464) -
Deauthorized... (2,562,153)
REVEIrSIONS.....oeviieeeeeiiiiieee e - (205,626)
Balance June 30, 2000...........c.cccouenennn. $ 12,383,101 $ 11,585,706

At June 30, 2000, debt service requirements to maturity
for principal (including discount, capital appreciation
and

issuance costs) and interest are as follows (amounts in
thousands):
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Fiscal year
ending June 30, Principa Interest Total
2001L.....cciieeeiiiinnnn, $ 734015 $ 605013 $ 1,339,028
2002.....cieeeiiiinnnn, 707,106 567,855 1,274,961
2003.....cuieeeiiiinnnn, 723,861 535,463 1,259,324
2004, 731,159 503,522 1,234,681
2005......ieeeiiiinnnnn 742,212 470,530 1,212,742
2006 and theresfter.... 8,744,748 2,583,320 11,328,068
Total.cooeeriereeens $ 12,383,101  $5,265,703 $ 17,648,804

The Commonwealth issued bonds and notes through
negotiated contracts during fiscal year 2000. The costs
for legal counsd and underwriting fees for negotiated
bond sale were $248,000 and $8,872,000 respectively. In
addition, the Commonwealth paid $117,000 for
disclosure counsd services.

Advance Refunding and Bonds Defeased — During
fiscal year 2000, as authorized by the Massachusetts
General Laws, the Commonweslth defeased certain
general obligation bonds through the use of
$400,000,000 of FY99 operating surplus. For the fiscal
year, proceeds totaling approximately $400,000,000 were
used to purchase U. S. Government securities which were
deposited in irrevocable trusts with an escrow agent to
provide for all future debt service payments of the bonds.
As aresult, the bonds are considered to be defeased, and
the liabilities therefore have been removed from the
General Long-term Obligations Account Group. Through
this action, the Commonwealth decreased debt service
payments by approximately $578,922,000 over the next 9
years. At June 30, 2000, approximately $508,450,000 of
the bonds refunded remain outstanding.

At the end of fiscal year 2000, pursuant to the provisions
of Chapter 87 of the Acts of 2000, the Commonwealth set
aside $650,000,000 of surplus funds in the debt
defeasance fund, attributable to fiscal year 2000 and prior
years, to defease additional debt of the Commonwealth.
On July 28, 2000, the State Treasurer expended
approximately $182,000,000 from the Debt Defeasance
Trust Fund to purchase securities and establish a sinking
fund to provide for the payment of certain
Commonwealth general obligation bonds maturing on
August 1, 2000. On August 9, 2000, the State Treasurer
expended in addition, approximately $217,700,000 from
the Debt Defeasance Trust Fund to purchase securities
and establish a sinking fund to provide for the payment
of additional Commonwealth general obligation bonds
maturing on various dates through February 1, 2001.

The securities purchased on August 9, 2000 consisted of
certain obligations issued by the Federal Home Loan
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Mortgage Corporation and the Federal National
Mortgage Association which are being held by a third-
party trustee in an irrevocable trust. The approximate
principal amount of Commonwealth general obligation
bonds defeased pursuant to the July 28, 2000 and August
9, 2000 transactions is $392,300,000. The amounts that
would have been expended for debt service on such bonds
in fiscal 2001 (approximately $404,000,000) will be
deposited in the Central Artery and Statewide Road and
Bridge Infrastructure Fund.

In prior years, the Commonwesalth also defeased certain
general aobligation and other bonds by placing the
proceeds of refunding bonds in irrevocable trusts to
provide for all future debt service payments on the
refunded bonds. Accordingly, the trust account assets
and the liabilities for the defeased bonds are not included
in the financial statements. At June 30, 2000,
approximately $2,371,261,000 of bonds outstanding from
advance refunding in prior fiscal years are considered
defeased.

Statutory Debt Limit —The Massachusetts General Laws
establish limits on the amount of direct debt outstanding.
By statutorily limiting the Commonwesalth’s ahility to
issue direct debt, this limit provides a control on annual
capital spending. The direct debt limit for fiscal year
2000 was approximately $10,549,032,000. Outstanding
debt subject to the limit at June 30, 2000 was
approximately $10,120,971,000. The limit increases 5%
per year.

For purposes of determining compliance with the limit,
outstanding direct debt is defined to include general
obligation bonds and minibonds at the amount of their
original net proceeds. It excludes BANs and discount
and issuance costs, if any, financed by these bonds. It
also excludes special obligation bonds, GANSs, refunded
bonds, certain refunding bonds, debt issued by counties,
and debt issued in conjunction with the MBTA forward
funding.

The amounts excluded from the debt limit are as follows
(amounts in thousands):

Commonwealth of Massachusetts 47

Debt Outstanding

Balance June 30, 2000..........cccooveeeeeeeeeeeenn. $ 12,383,101
Less amounts excluded:

Discount and iSsUance Cost.........coveveernencne (358,938)

Chapter 5 of the Acts of 1992 Refunding. (124,761)

Specia Obligation Principd.................... (561,335)

GANSsPrincipa........cocvviieiiiiaeeiinnne. (899,991)

County Debt Assumed. ..........ocevveeneen. (2,105)

MBTA Forward Funding.................... (325,000)
Outstanding Direct Debt.........c.cccvveerecerenn. $ 10,120,971
7. LEASES

In order to finance the acquisition of equipment, the
Commonwealth has entered into various lease/purchase
agreements, including tax-exempt lease purchase (TELP)
agreements, which are accounted for as capital leases.
Lease agreements are for various terms and contain
clauses indicating that their continuation is subject to
appropriation by the Legidature. For the fiscal year
ended June 30, 2000, capital lease/purchase expenditures
totaled approximately $86,469,000. At June 30, 2000,
the Commonwealth’s aggregate outstanding liability
under capital leases, the present value of the net
minimum lease payments, totals approximately
$123,654,000. This liahility is reported in the General
Long-Term Obligations Account Group. Equipment
acquired under capital leases and included in the General
Fixed Assets Account Group totaled approximately
$180,172,000.

The Commonwealth has numerous operating lease
agreements for real property and equipment with varying
terms. These agreements contain provisions indicating
that continuation is subject to appropriation by the
Legidature. Operating lease expenditures for the fiscal
year ended June 30, 2000 was approximately
$127,254,000.

The following is a schedule of future minimum payments

under non-cancelable |eases as of June 30,2000
(amounts in thousands):
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Capital Operating
Fiscal Year Ending June 30, Leases Leases
2001, ... $ 41401 $104,106
2002, ... 33,306 85,026
2003....ccciiiiiieeas 25,089 71,432
2004......cciiiiein 16,274 41,580
2005......cciiieeeeae 11,599 18,890
2006 and theresdfter.............. 20,861 3,644
Total o 148,530 324,678
Less interest......ccoveeeeeenee (24,876) -
Presentvalue ......ccccovveeenne, $ 123,654 $324,678

8. INDIVIDUAL FUND DEFICITS

Certain Budgeted, Non-Budgeted Special Revenue and
Capital Projects Funds included in the combined totals
have individual fund deficits at June 30, 2000, as follows
(amounts in thousands):

Budgeted Funds:
Mosquito and Greenhead Hly Contrd Fund...................  $ 1,001
Environmental Challenge Fund. 5,087
Toxic Use Reduction FuNd..........ccoeeveveieeiinecreieeens 5,949
Environmental Permitting and
Compliance Assurance Fund...........ccvvecrnenicnnenee 34,474
Environmental Law Enforcement Fund. 2,914
Public Access FUNd........coovvneiiiinciicee 283
Harbors and Inland Waters Maintenance Fund 4,537
Marine Fisheries Fund..........ccccoveveeiecreceiinenenns 4,359
Low-Leve Radioactive Waste Management Fund. 501
Clean Air Act Compliance Fund 496
Second Century Fund............coccueeee. 4,843
Anti-trust Law Enforcement Fund........ . 2,519
Victim and Witness Assstance Fund.............cccveueeeeee. 7,484
Intercity Bus Capital Assistance Fund.............ccco..... 6,470
Ponkapoag Recreationad FUNd..............ccovvviviiiinnnns 100
Leo J Martin Recreation Fund...........ccooeeeninenininenenens 195
Local Consumer Ingpection Fund.............ccovevveneeee. 574
Total Budgeted FUNGS............oeeviviieiiiiiieeeeenn, 81,786
Non-Budgeted Specia Revenue:
Other:
Government Land Bank Fund............cccccevvveveierennne 35,097
Motor Vehicle Safety Ingpection Trust Fund................. 9,498
Grant Anticipation Note Trust Fund 158,569
Total Non - Budgeted FUNdS..............oveeiiieneenn. 203,164
Capita Projects:
General Capita Projects Fund. 43,280
Boston Convention and Exhibition Center Fund. 29,802
Capital Expenditure Reserve Fund... 42,154
Local Capital Project Grant Fund.... 10,021
Highway Capital Projects Fund... 567,185
Government Land Bank Fund..........cccecevveeniviveinnnnens 13,880
Intercity BUSFUNG........cociiiie e 3,531
Total Capital Projects FUNGS...........ueeevivineeeenen. 709,853
TOAl o $ 994,803
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In order to resolve the deficits in the budgeted funds, the
Comptroller has recommended authorization of transfers
from other budgeted funds with surplus balances or a
plan of fund consolidation. If these changes are adopted
by the Legidature, the deficiencies will be resolved. For
the Non-Budgeted Specia Revenue Funds, the
Comptroller has recommended similar budgeted transfers
to subsidize and resolve the deficits or their consolidation
into budgeted funds. Such steps require legidative
action.

In the Capital Project Funds, approximately $97,103,000
of the deficit reflects the time lag between capital
expenditures and the receipt or alocation of proceeds
from the sale of related bonds. $612,750,000 of this
deficit is due to the cost related to forward funding the
MBTA. The Legidature has established a 20-year
amortization of this deficit.

9. MEDICAID COSTS

The Commonwealth provides medical care for low-
income, elderly and other residents who qualify for such
assistance under the federally-sponsored Medical
Assistance Program (Medicaid). The Commonwealth
pays the full cost of care and is reimbursed by the federal
government for 50% of that cost. For the fiscal year
ended June 30, 2000, the General Fund and Children’s
and Seniors Hedth Fund include $4,269,991,000 in
expenditures for Medicaid claims processed for payment.

The combined financial statements — statutory basis
include Medicaid claims processed but unpaid at June 30,
2000, as accounts payable of approximately $49,733,000.
The Commonweslth estimates its total liability, as
determined in accordance with GAAP, at $659,600,000
including the amounts reported as accounts payable at
June 30, 2000. This amount includes estimates of both
the cost of care provided as of June 30, 2000, for which
claims have not been processed and other costs. Of this
amount, $387,200,000 is expected to be reimbursed by
the federal government.

10. TOBACCO SETTLEMENT

On November 23, 1998, the Commonwesalth joined a
multi-state agreement known as the Master Settlement
Agreement (MSA) which resolved Massachusetts and
other states litigation against the cigarette industry.
Under the MSA, there are both “annual payments’ and
“initial payments.” The annual payments are made to
each settling state, including the Commonwesalth, in
perpetuity. There are five initial payments to be paid
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annually between 1999 and 2003. Each payment is
expressed in the MSA as a “base amount,” subject to
adjustments, reductions or offsets that might be
applicable each year under the MSA. The initia
adjustment will be upward by 3% or the prior year’s
percentage increase in the Consumer Price Index,
whichever is greater. Downward adjustments could
occur based on a decrease in domestic cigarette sales
volume or if funding made available to the states under
qualifying federal legidation.

Massachusetts  allocable share of the base amounts
payable under the MSA is 4.0389790%. The
Commonwealth has estimated its allocable share of the
MSA base amounts over the next 25 years to be
approximately $7.6 billion. This estimate does naot,
however, consider the effect of the annual adjustments,
reductions or offsets for inflation and other factors
mandated by the MSA. Generaly, the calculation of
these adjustments requires information that is not
available until the end of the calendar year prior to the
year a payment is due.

On December 14, 1999, the Commonwealth received the
1999 initial payment of approximately $99,700,000. On
December 31, 1999, the Commonwesalth received the
2000 initial payment of approximately $87,000,000. In
April 2000, the Commonwesalth received the first annual
payment of approximately $139,000,000.

Massachusetts was also awarded $414,000,000 from a
separate Strategic Contribution Fund established under
the MSA to reward a state' s particular contribution to the
national tobacco litigation effort. This additional amount
is payable in equal annual installments during the years
2008 through 2017.

The amounts that might be payable, if any, by the
Commonwealth for legal costs in relation to the tobacco
litigation cannot be determined at thistime. The outside
attorneys for the Commonwealth were awarded
approximately $775,000,000 in fees to be paid over time
by the tobacco companies and, therefore, were not to be
paid out of the Commonweath award. The outside
attorneys have notified the Attorney General that they
reserve their right to submit a cam to the
Commonwedlth for the difference between the
$775,000,000 and 25% of the Commonwedlth's
Settlement payments.

During fiscal year 2000, the Legidature enacted two
related laws to provide for disposition of the tobacco
settlement payments. The new legidation created a
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Health Care Security Trust (Trust) into which the
Commonwealth’s annual tobacco settlement payments
are to be deposited. The Trust was established for “the
purpose of financing improved health status for all
citizens of the Commonwealth.” Among other things,
the Trust is to be credited “any monies received by the
Commonwealth pursuant to the master settlement
agreement in the tobacco action, other than payments for
attorney fees....” The new legidation also created a
separate Tobacco Settlement Fund (Fund). Prescribed
amounts are transferred annually by the Comptroller
from the Trust to the Fund. Amounts credited to the
Fund “shall be expended, subject to appropriation, to
supplement existing levels of funding for... health
related services and programs [including] services and
programs intended to control or reduce the use of tobacco
in the commonwealth.” In each fiscal year from 2000 —
2004, specific amounts are to be transferred from the
Trust to the Fund. In later fiscal years, the Comptroller
is to transfer to the Fund 30% of that year’'s tobacco
settlement payment and 30% of the earnings generated
that year on Trust principal.

11. RETIREMENT SYSTEMS

Primary Government — The Commonwealth is
dtatutorily responsible for the pension benefits for
Commonwealth employees (members of the State
Employees Retirement System) and for teachers of the
cities, towns, regional school districts throughout the
Commonwealth and Quincy College (members of the
Teachers Retirement System, except for teachers in the
Boston public schools, who are members of the State-
Boston Retirement System but whose pensions are aso
the responsibility of the Commonwealth).

The members of the retirement systems do not participate
in the Social Security System. The Commonwealth has
assumed responsihility for payment of cost-of-living
adjustments (COLA) for the separate (non-teacher)
retirement systems of its cities, towns and counties,
granted in fisca year 1997 and prior. The
Commonwealth is statutorily required to have an
actuarial valuation once every three years and every two
years on a GAAP basis.

Certain Commonwealth employees and current retirees
employed prior to the establishment of the State
Employees Retirement System are covered on a “pay-as-
you-go” basis. During the year ended June 30, 2000, the
Commonwealth’s  pension  expenditure  included
payments totaling $18,362,444 to current retirees
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employed prior to the establishment of the current plans
and the non-contributory plans.

Plan Descriptions —

State Employees Retirement System (SERS) isa single
employer defined benefit public employee retirement
system (PERS), covering substantially all employees of
the Commonwedlth and certain employees of the
independent authorities and agencies, including the state
police officers at the Massachusetts Port Authority and
the Massachusetts Turnpike Authority. The SERS is
administered by the Commonwealth and is part of the
reporting entity and does not issue a stand alone financial

report.

Teachers Retirement System (TRS) is an agent multiple
employer defined benefit PERS with 104 participating
employers.  The Commonwealth is a non-employer
contributor and is responsible for all contributions and
future benefit requirements of the TRS. The TRS covers
certified teachers in cities (except the City of Boston),
towns, regional schoal districts and Quincy College. The
TRS is administered by the Commonwesalth and is part of
the reporting entity and does not issue a stand-alone
financial report.

State — Boston Retirement System (SBRYS) is hybrid
multiple employer defined benefit PERS. SBRS provides
pension benefits to all full-time employees upon
commencement of employment with any of the various
government agencies covered by SBRS. The
Commonwealth is a non-employer contributor and is
only responsible for the actual cost of pension benefits for
SBRS participants who serve in the City of Boston’s
School Department in a teaching capacity. The cost of
pension benefits of the other participants is the
responsibility of the City of Boston. SBRS is not
administered by the Commonwealth and is not part of the
reporting entity and a stand-alone financial report is not
available,

The policy for postretirement benefit increases for all
retirees of the SERS, TRS, SBRS and COLA of loca
governments are subject to legisative approval.

Membership — Membership in SERS, TRS and SBRS as
of January 1, 2000, the date of the most recent valuation,
isasfollows:
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SERS TRS 8BRS

Retiress and bendfidaries
currently receiving bendfits.............. 43,737 31,746 2241
Terminated employess entitled to
benefits but not yet receiving them... 2,986 - 307
15T 01007 RSSO 46,723 3L,746 2,548
Current employees
AVZ= (< o O 45,584 33132 10+
([0 g RV/== (='o IO 39,983 49,110 4,074
15T 01007 RSSO 85,572 82242 5128
Lo = OO 132295 113988 7,676

During fiscal year 1998 and 1999, the counties of
Franklin, Middlesex, Worcester, Hampden and
Hampshire and in fiscal year 2000 Berkshire County
were abolished. The pension liahility of all active
employees who transferred to the Commonwealth was
assumed by SERS.

Benefit Provisons — Massachusetts General Laws
established  uniform  benefit and  contribution
requirements for all contributory PERS. These
requirements provide for retirement allowance benefits
up to a maximum of 80% of a member’s highest three-
year average annual rate of regular compensation.
Benefit payments are based upon a member’s age, length
of creditable service, and group classification. The
authority for amending these provisions is with the
Legidature.

Retirement allowance consists of two parts: an annuity
and a pension. A member’s accumulated total deductions
and a portion of interest they generate congtitute the
annuity. The differential between the total retirement
benefit and the annuity is the pension. Average
retirement benefit is approximately 80-85% pension and
15-20% annuity.

Members become vested after ten years of creditable
service. A superannuation retirement allowance may be
received upon the completion of twenty years of service
or upon reaching the age of 55 with ten years of service.
Normal retirement for most employees occurs at age 65;
for certain hazardous duty and public safety positions,
normal retirement is at age 55.

Funding Progress - The SERS, TRS and SBRS actuarial
determined contributions were computed as part of the
actuarial valuation as of January 1, 2000. The
Commonwealth has revised one actuarial assumption
used in the calculation of contribution regquirements and
Unfunded  Actuaria Liability  (UAL). The
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Commonwealth is transitioning its UAL from a market
value of assets to an actuarial valuation of assets. In the
second year of transition the Commonwealth’'s 2000
actuarial valuation used a market value of assets of 91%
compared to 97% in the 1998 valuation. This change
results in a $1,800,000,000 increase in UAL. Other
significant assumptions used are (@) projected salary

increases of 6% per year, (b) cost of living (inflation rate)
increases of 3% per year on the first $12,000 of the
retirees total allowance, and (c) interest rate credited to
the annuity savings fund of 55% per year. These
calculations use a level dollar amortization method over
20-years closed period.

The following table presents the schedul e of funding progress as presented in the six most recent actuarial valuations at the

dates indicated (amounts in thousands):

Actuarid Unfunded Annud UAL assa%
Vdudtionasof  Aduarid Vdue Actuarid Actuarid Liability  Funded Covered of Covered
January 1 of Man Assgts  Accrued Lishility (UAL) Ratio % Payrall * Payrall

State Employess Retirement System
2000** $ 13364000 $ 14138000 $ 773,000 U5% $ 3,472,000 223 %
1998** 9,914,000 11,361,000 1,447,000 87.3 3,111,000 46.5
1996 7,366,000 9,441,000 2,075,000 78.0 2,989,000 69.4
1995 5,879,000 8,602,000 2,723,000 68.3 2,992,000 91.0
1993 5,071,000 8,738,000 3,667,000 58.0 2,919,000 125.6
1992 4,699,000 7,303,000 2,604,000 64.3 2,638,000 98.7

Teachers Retirement System
2000** 13,681,000 16,420,000 2,739,000 83.3 3,704,000 73.9
1998** 10,170,000 13,095,000 2,925,000 7.7 3,175,000 921
1996 7,553,000 10,252,000 2,699,000 73.7 2,810,000 96.0
1995 6,014,000 9,712,000 3,698,000 61.9 2,667,000 138.7
1993 5,142,000 8,921,000 3,779,000 57.6 2,428,000 155.6
1992 4,784,000 8,706,000 3,922,000 55.0 2,032,000 1930

State - Boston Retirement System
2000** 860,000 1,381,000 521,000 62.3 285,000 182.8
1998** 699,000 1,219,000 520,000 57.3 285,000 1825
1996 549,000 1,025,000 476,000 53.6 274,000 1737
1995 438,000 833,000 395,000 52.6 232,000 170.3
1993 370,000 743,000 373,000 49.8 206,000 181.1
1992 342,000 759,000 417,000 45.1 184,000 226.6

* - The covered payral amounts approximate the employer payrall.

** - Revised actuaria assumptions

Pension Actuarial Valuation — While completing the
January 1, 1998 Commonwealth actuarial valuation
report, the Public Employee Retirement Administration
Commission (PERAC) entered into an agreement to lease
a new actuarial valuation system.  The new system
replaced a system that had been in place since the mid-
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1980's. During the testing and implementation of the
new system, the January 1, 1998 valuation was rerun
using the new software. The new system calculated an
actuarial accrued liability of $28.6 billion as of January 1,
1998 that was 7% or $2.0 billion higher than originally
reported.  All actuarial assumptions used in the
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caculations were unchanged. The Commonwealth
believes there are several factors that account for the
variance. The first factor is the reasonable inherent risk
associated with using two different software applications;
certain variations in the results of an actuarial valuation
are expected when changing actuarial software. The
second is the high number of calculations required in a
valuation of this magnitude coupled with the allocation
of plan liabilities between normal cost and accrued
liability. The third factor is the old system and new
system calculated retirement benefits differently as
compared to ancillary benefits, which include death and
disahility benefits as well as benefits of employees who
leave service.  PERAC performed quality control checks
on the data, and validated the software with six outside
actuaries. All test results were within an acceptable
actuarial range and the new software is being used to
perform the valuation as of January 1, 2000.

The Commonwealth was financialy responsible for the
COLA granted to participants in the 104 retirement
systems of cities, towns and counties in fiscal year 1997
and prior fiscal years. Chapter 17 of the Acts of 1997
effective for fiscal year 1998 transferred the responsibility
for funding COLAs for separate (non-teacher) retirement
systems of cities and towns to the respective system. Any
future COLA granted by the Legidature to employees of
these plans will be the responsibility of the individual
system. The individual employer governments are also
responsible for the basic pension benefits. The
retirement systems are not administered by the
Commonwealth and are not part of the reporting entity.
The actuarial accrued liability for COLA as of January 1,
2000 was $803,000,000.

Contributions Required and Contributions Made — The
retirement systems funding policies have been
established by Chapter 32 of the Massachusetts General
Laws. The Legidature has the authority to amend these
policies. The annuity portion of the SERS, TRS and
SBRS retirement allowance is funded by employees, who
contribute a percentage of their regular compensation —
5% for those hired before January 1, 1975, 7% for those
hired from January 1, 1975, through December 31, 1983
and 8% for those hired on or after January 1, 1984, plus
an additional 2% of compensation above $30,000 per
year for those hired on or after January 1, 1979. Regular
employees and state police hired after June 30, 1996 are
required to contribute 9% and 12% respectively of their
regular compensation plus an additional 2% of
compensation above $30,000 per year. Costs of
administering the plan are funded out of plan assets.
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The Commonwedalth’s contribution for the pension
benefit portion of the retirement allowance of SERS and
TRS and required payments to cover SBRS and COLA
contributions were originaly established on a “pay-as-
you-go” basis. As a result, amounts were appropriated
each year to pay current benefits, without a systematic
provision to fully fund future liabilities already incurred.
Beginning in fiscal year 1988, the Commonwealth
enacted the Pension Reform Act of 1987 and addressed
the unfunded liahility of SERS, TRS and its participation
in SBRS and its COLA obligation. Chapter 32, Section
22C of General Laws enacted in 1998 calls for the
payment of normal cost plus an amortization payment of
UAL such that the UAL is reduced to zero by June 30,
2018.

This legidation also directs the Secretary of
Adminigtration and Finance to prepare a funding
schedule to meet these requirements, and to update this
funding schedule every three years on the basis of new
actuarial valuation reports prepared under the Secretary’s
direction. Any such schedule is subject to legidative
approval. If a scheduleis not so approved, payments are
to be made in accordance with the most recently
approved schedule. The current legidatively approved
funding schedule, a valuation as of January 1, 1999, was
filed by the Secretary of Administration and Finance on
March 1, 2000 has been deemed approved by the
Legidature. Under the current schedule the
amortization payments are designed to eiminate the
unfunded liability by fiscal year 2018. Based on the
previous funding schedule required contributions by the
Commonwealth of $910,024,000 were made during the
fiscal year ended June 30, 2000. Of this amount
$124,494,000 represents payments for COLA granted to
participants in retirement systems of cities, towns and
counties.

GAAP requires that pension expenditures (costs) be
based on an acceptable actuarial cost method and that
they be not less than:

Normal cost plus amortization of net pension
obligation cost

Interest and amortization on any unfunded
prior service costs

The funding schedule discussed above follows an

acceptable actuarial funding methodology to compute
normal cost and the unfunded accrued actuarial liability.
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The following table presents the schedul e of employer contributions (amounts in thousands):

Annual
Actuaria Required Actua Net Penson % of Pension

Vauationas Contribution  Intereston  Amortization Contribution (Obligation) % of ARC Cost

of January 1 (ARC) NPO of NPO Pension Cost Made Ast (NPO) Contributed Contributed

State Employees Retirement System
2000 $ 352084 $ (108400) $ 107,190 $ 350873 $ 367000 $ 1,330,071 104 % 105 %
1999 319,454 (103,188) 98,556 314,822 378,000 1,313,944 118 120
1998 261,255 (83,446) 77,180 254,989 494,289 1,250,766 189 194
1997 246,037 (65,478) 41,889 222,448 463,590 1,011,466 188 208
1996 232,158 (46,918) 29,523 214,763 433,114 770,324 187 202
1995 249,640 (31,639) 19,614 237,615 417,361 551,973 167 176
1994 266,564 (18,448) 9,152 257,268 398,900 372,227 150 155
1993 243,587 (5,539) 2,694 240,742 402,100 230,595 165 167
1992 252,687 136 (65) 252,758 323,700 69,237 128 128
1991 282,682 2,335 (1,094) 283,923 311,400 (1,705) 110 110

Teachers Retirement System
200